EXHIBIT A
fo
Ordinance

FORM OF BOND
NO. $

UNITED STATES OF AMERICA
STATE OF TEXAS
CITY OF AUSTIN, TEXAS
PUBLIC IMPROVEMENT REFUNDING BONDS,
SERIES 2008

MATURITY DATE INTEREST RATE DATE OF DELIVERY CUSIP

ON THE MATURITY DATE SPECIFIED ABOVE, THE CITY OF
AUSTIN, TEXAS (the "Issuer"}, in the Counties of Travis and Williamson, hereby
promises (o pay to

or to the registered assignee hereof (either being hereinafter called the "registered
owner") the principal amount of:

DOLLARS

and to pay interest thereon, from the Date of Delivery specified above, to the
maturity date specified above, at the rate of interest per annum specified above,
with said interest being payable on 1, 200_, and sermannually on each
| and | thereafter; except that if the Paying Agent/Registrar's
Authentication Certificate appearing on the face of this Bond is dated later than
1, 200_, such interest 1s payable semiannually on each | and
1 following such date.

THE PRINCIPAL OF AND INTEREST ON this Bond are payable in lawful
money of the United States of America, without exchange or collection charges.
The principal of this Bond shall be paid to the registered owner hereof upon
presentation and surrender of this Bond at maturity at the designated corporate
trust office in , Texas (the "Designated Payment/Transfer Office"), of




, which is the "Paying Agent/Registrar” for this
Bond. The payment of interest on this Bond shall be made by the Paying
Agent/Registrar to the registered owner hereof as shown by the Registration Books
kept by the Paying Agent/Registrar at the close of business on the 15th day of the
month next preceding such interest payment date by check, dated as of such
interest payment date, drawn by the Paying Agent/Registrar on, and payable solely
from, funds of the [ssuer required to be on deposit with the Paying Agent/Registrar
for such purpose as hereinafter provided; and such check shall be sent by the
Paying Agent/Registrar by United States mail, first-class postage prepaid, on each
such interest payment date, to the registered owner hereof at its address as it
appears on the Registration Books kept by the Paying Agent/Registrar, as
hereinafter described. Any accrued interest due at maturity shall be paid to the
registered owner upon presentation and surrender of this Bond for payment at the
Designated Payment/Transfer Office of the Paying Agent/Registrar. The Issuer
covenants with the registered owner of this Bond that no later than each principal
payment and/or interest payment date for this Bond it will make available to the
Paying Agent/Registrar from the Interest and Sinking Fund as defined by the
ordinance authorizing the Bonds (the "Ordinance") the amounts required to provide
for the payment, in immediately available funds, of all principal of and interest on
the Bonds, when due.

IN THE EVENT OF A NON-PAYMENT of interest on a scheduled
payment date, and for 30 days thereafter, a new record date for such interest
payment {a "Special Record Date™) will be established by the Paying
Agent/Registrar, if and when funds for the payment of such interest have been
received from the Issuer. Notice of the Special Record Date and of the scheduled
payment date of the past due interest ("Special Payment Date”, which shall be 15
days after the Special Record Date) shall be sent at least five business days prior to
the Special Record Date by United States mail, first class postage prepaid, to the
address of each registered owner of a Bond appearing on the registration books of
the Paying Agent/Registrar at the close of business on the last business day next
preceding the date of mailing of such notice.

IF THE DATE for the payment of the principal of or interest on this Bond
shall be a Saturday, Sunday, a legal holiday, or a day on which banking institutions
in the city where the Designated Payment/Transfer Office of the Paying
Agent/Registrar is located are authorized by law or executive order to close, then
the date for such payment shall be the next succeeding day which is not such a
Saturday, Sunday, legal holiday, or day on which banking institutions are
authorized to close; and payment on such date shall have the same force and effect



as if made on the original date payment was due. Notwithstanding the foregoing,
during any period in which ownership of the Bonds is determined only by a book
entry at a securities depository for the Bonds, any payment to the securities
depository, or its nominee or registered assigns, shall be made in accordance with
existing arrangements between the Issuer and the securities depository.

THIS BOND is one of a Series of Bonds of like tenor and effect except as to
number, principal amount, interest rate and maturity, authorized in accordance with
the Constitution and laws of the State of Texas, dated 1, 2008, in the
principal amount of $ , for the purpose of refunding those obligations
designated in the Ordinance as the "Refunded Obligations".

ON 1, 201_, or on any date thereafter, the Bonds of this Series
maturing on 1, 201_ and thereafter may be redeemed prior to their
scheduled maturities, at the option of the Issuer, in whole, or in part, at par and
accrued interest to the date fixed for redemption. The years of maturity of the
Bonds called for redemption at the option of the City prior to stated maturity shall
be selected by the City. The Bonds or portions thereof redeemed within a maturity
shall be selected by lot or other method by the Paying Agent/Registrar; provided,
that during any period in which ownership of the Bonds is determined only by a
book entry at a securities depository for the Bonds, if fewer than all of the Bonds
of the same maturity and bearing the same interest rate are to be redeemed, the
particular Bonds of such maturity and bearing such interest rate shall be selected in
accordance with the arrangements between the Issuer and the securities depository.

THE BONDS are also subject to mandatory redemption in part by lot
pursuant to the terms of the Ordinance, on 1 in each of the years 20__
through 20__, inclusive, with respect to Bonds maturing 1,20, 1inthe
following years and in the following amounts, at a price equal to the principal
amount thereof and accrued and unpaid interest to the date of redemption, without
premium:

Year Principal Amount

* Final Maturity



To the extent, however, that Bonds subject to sinking fund redemption have been
previously purchased or called for redemption in part and otherwise than from a
sinking fund redemption payment, each annual sinking fund payment for such
Bond shall be reduced by the amount obtained by multiplying the principal amount
of Bonds so purchased or redeemed by the ratio which each remaining annual
sinking fund redemption payment for such Bonds bears to the total remaining
sinking fund payments, and by rounding each such payment to the nearest $5,000
integral; provided, that during any period in which ownership of the Bonds 1s
determined only by a book entry at a securities depository for the Bonds, the
particular Bonds to be called for mandatory redemption shall be selected in
accordance with the arrangements between the City and the securities depository.

AT LEAST 30 days prior to the date fixed for any such redemption a written
notice of such redemption shall be given to the registered owner of each Bond or a
portion thereof being called for redemption by depositing such notice in the United
States mail, first-class postage prepaid, addressed to each such registered owner at
his address shown on the Registration Books of the Paying Agent/Registrar, and to
major securities depositories, national bond rating agencies and bond information
services. By the date fixed for any such redemption due provision shall be made
by the Issuer with the Paying Agent/Registrar for the payment of the required
redemption price for this Bond or the portion hereof which is to be so redeemed,
plus accrued interest thereon to the date fixed for redemption. If such notice of
redemption is given, and if due provision for such payment is made, all as provided
above, this Bond, or the portion hereof which is to be so redeemed, thereby
automatically shall be redeemed prior to its scheduled maturity, and shall not bear
interest after the date fixed for its redemption, and shall not be regarded as being
outstanding except for the right of the registered owner to receive the redemption
price plus accrued interest to the date fixed for redemption from the Paying
Agent/Registrar out of the funds provided for such payment. The Paying
Agent/Registrar shall record in the Registration Books all such redemptions of
principal of this Bond or any portion hereof. If a portion of any Bond shall be
redeemed a substitute Bond or Bonds having the same maturity date, bearing
interest at the same rate, in any denomination or denominations in any integral
multiple of $5,000, at the written request of the registered owner, and in aggregate
principal amount equal to the unredeemed portion thereof, will be issued to the
registered owner upon the surrender thereof for cancellation, at the expense of the
Issuer, all as provided in the Ordinance.

ALL BONDS OF THIS SERIES are 1ssuable solely as fully registered
bonds, without interest coupons, in the denomination of any integral multiple of



$5,000. As provided in the Ordinance, this Bond may, at the request of the
registered owner or the assignee or assignees hereof, be assigned, transferred, and
exchanged for a like aggregate principal amount of fully registered bonds, without
interest coupons, payable to the appropriate registered owner, assignee, or
assignees, as the case may be, having the same maturity date, and bearing interest
at the same rate, in any denomination or denominations in any integral multiple of
$5,000 as requested in writing by the appropriate registered owner, assignee, or
assignees, as the case may be, upon surrender of this Bond to the Paying
Agent/Registrar at its Designated Payment/Transfer Office for cancellation, all in
accordance with the form and procedures set forth in the Ordinance. Among other
requirements for such assignment and transfer, this Bond must be presented and
surrendered to the Paying Agent/Registrar, together with proper instruments of
assignment, in form and with guarantee of signatures satisfactory to the Paying
Agent/Registrar, evidencing assignment of this Bond or any portion or portions
hereof in any integral multiple of $5,000 to the assignee or assignees in whose
name or names this Bond or any such portion or portions hereof is or are to be
transferred and registered. The form of Assignment printed or endorsed on this
Bond may be executed by the registered owner to evidence the assignment hereof,
but such method is not exclusive, and other instruments of assignment satisfactory
to the Paying Agent/Registrar may be used to evidence the assignment of this Bond
or any portion or portions hereof from time to time by the registered owner. The
one requesting such exchange shall pay the Paying Agent/Registrar's reasonable
standard or customary fees and charges for exchanging any Bond or portion
thereof. The foregoing notwithstanding, in the case of the exchange of an assigned
and transferred Bond or Bonds or any portion or portions thereof, such fees and
charges of the Paying Agent/Registrar will be paid by the Issuer. In any
circumstance, any taxes or governmental charges required to be paid with respect
thereto shall be paid by the one requesting such assignment, transfer, or exchange
as a condition precedent to the exercise of such privilege. In any circumstance,
neither the City nor the Paying Agent/Registrar shall be required to transfer or
exchange any Bond so selected for redemption, in whole or in part, within 45
calendar days of the date fixed for redemption; provided, however, such limitation
of transfer shall not be applicable to an exchange by the registered owner of the
uncalled principal of a Bond.

WHENEVER the beneficial ownership of this Bond is determined by a book
entry at a securities depository for the Bonds, the foregoing requirements of
holding, delivering or transferring this Bond shall be modified to require the
appropriate person or entity to meet the requirements of the securities depository as
to registering or transferring the book entry to produce the same effect.



IN THE EVENT any Paying Agent/Registrar for the Bonds is changed by
the Issuer, resigns, or otherwise ceases to act as such, the Issuer has covenanted in
the Ordinance that it promptly will appoint a competent and legally qualified
substitute therefor, and promptly will cause written notice thereof to be mailed to
the registered owners of the Bonds.

IT IS HEREBY CERTIFIED AND RECITED that the issuance of this
Bond, and the series of which it is a part, is duly authorized by law; that all acts,
conditions and things required to be done precedent to and in the issuance of this
series of bonds, and of this Bond, have been properly done and performed and
have happened in regular and due time, form and manner as required by law; that
sufficient and proper provision for the levy and collection of ad valorem taxes has
been made, which, when collected, shall be appropriated exclusively to the
payment of this Bond and the series of which it 1s a part; and that the total
indebtedness of the City of Austin, Texas, including the entire series of bonds of
which this is one, does not exceed any constitutional or statutory limitation.

BY BECOMING the registered owner of this Bond, the registered owner
thereby acknowledges all of the terms and provisions of the Ordinance, agrees to
be bound by such terms and provisions, acknowledges that the Ordinance is duly
recorded and available for inspection in the official minutes and records of the
governing body of the Issuer, and agrees that the terms and provisions of this Bond
and the Ordinance constitute a contract between each registered owner hereof and
the Issuer.

IN WITNESS WHEREQF, this Bond has been duly executed on behalf of
the City, under its official seal, in accordance with law.

City Clerk, Mayor,
City of Austin, Texas City of Austin, Texas

(SEAL)



FORM OF PAYING AGENT/REGISTRAR'S AUTHENTICATION
CERTIFICATE:

PAYING AGENT/REGISTRAR'S AUTHENTICATION CERTIFICATE

It is hereby certified that this Bond has been issued under the provisions of
the proceedings adopted by the Issuer as described in the text of this Bond; and that
this Bond has been issued in conversion of and exchange for or replacement of a
bond, bonds, or a portion of a bond or bonds of an issue which originally was
approved by the Attorney General of the State of Texas and registered by the
Comptroller of Public Accounts of the State of Texas.

Dated:

Paying Agent/Registrar

By

Authorized Representative

FORM OF COMPTROLLER'S CERTIFICATE (ATTACHED TO
THE BONDS UPON INITIAL DELIVERY THEREOF):

OFFICE OF COMPTROLLER
REGISTER NO.
STATE OF TEXAS

[ hereby certify that there is on file and of record in my office a certificate of
the Attorney General of the State of Texas to the effect that this Bond has been
examined by him as required by law, and that he finds that it has been issued in
conformity with the Constitution and laws of the State of Texas, and that it is a
valid and binding obligation of the City of Austin, Texas, payable in the manner
provided by and in the ordinance authorizing same, and said Bond has this day
been registered by me.



WITNESS MY HAND and seal of office at Austin, Texas

Comptroller of Public Accounts
of the State of Texas
(SEAL)



FORM OF ASSIGNMENT:

ASSIGNMENT

FOR VALUE RECEIVED, the undersigned hereby sells, assigns and transfers

unto

Please insert Social Security or Taxpayer
Identification Number of Transferee

/ /

(Please print or typewrite name and address, including zip code of Transferee)

the within Bond and all rights thereunder, and hereby irrevocably constitutes and

appoints

attorney to register the transfer of the within Bond on the books kept for
registration thereof, with full power of substitution in the premises.

Dated:

Signature Guaranteed:

NOTICE: Signature(s) must be
guaranteed by a member firm of the
New York Stock Exchange or a
commercial bank or trust company.

NOTICE: The signature above must
correspond with the name of the
Registered Owner as it appears upon
the front of this Bond in every
particular, without alteration or
enlargement or any change
whatsoever.



The printer of the Series 2008 Bonds is hereby authorized to print on the Series
2008 Bonds (i) the form of bond counsel's opinion relating to the Series 2008
Bonds, and (ii) an appropriate statement of insurance furnished by a municipal
bond insurance company providing municipal bond insurance, if any, covering all
or any part of the Series 2008 Bonds.




Exhibit B
to
Ordinance

DESCRIPTION OF ANNUAL FINANCIAL INFORMATION
The following information is referred to in Section 13 of this Ordinance.
Annual Financial Statements and Operating Data

The financial information and operating data with respect to the City to be
provided annually in accordance with such Section are as specified (and included
in the Appendix or under the headings of the Official Statement referred to) below:

The quantitative financial information and operating data with respect to the
City of the general type included in the main text of the Official Statement under
the subcaptions: "Tax Valuation” with respect to the appraised value as of January
1 during the fiscal year as to which such annual report relates; "Valuation and

Funded Debt History"; "Tax Rates, Levy and Collection History"; "Ten Largest
Taxpayers"; "Property Tax Rate Distribution”; "Current Investments”; "General
Fund Revenues and Expenditures and Changes in Fund Balance™; "Municipal Sales

Tax"; and "Transfers from Utility Fund".

The portions of the financial statements of the City appended to the Official
Statement as Appendix B, but for the most recently concluded fiscal year.

Accounting Principles
The accounting principles referred to in such Section are the accounting

principles described in the notes to the financial statements referred to in paragraph
I above.



SCHEDULE I

CITY OF AUSTIN, TEXAS CERTIFICATES OF OBLIGATION, SERIES 1997,
all outstanding obligations maturing on September 1, 2009, aggregating $110,000
in principal amount; Redemption Date: March 16, 2008.

CITY OF AUSTIN, TEXAS CERTIFICATES OF OBLIGATION, SERIES 1998,
all outstanding obligations maturing on September | in each of the years 2013
through 2018, aggregating $9,765,000 in principal amount; Redemption Date:
September 1, 2008.

CITY OF AUSTIN, TEXAS PUBLIC IMPROVEMENT BONDS, SERIES 1998,
all outstanding obligations maturing on September 1 in each of the years 2013
through 2018, aggregating $7,940,000 in principal amount; Redemption Date:
September 1, 2008.

CITY OF AUSTIN, TEXAS PUBLIC IMPROVEMENT REFUNDING BONDS,
SERIES 1998, all outstanding obligations maturing on September | in each of the

years 2009 through 2016, aggregating $76,460,000 in principal amount;
Redemption Date: March 16, 2008.

CITY OF AUSTIN, TEXAS CERTIFICATES OF OBLIGATION, SERIES 1999,
all outstanding obligations maturing on September 1, 2011, aggregating $285,000
in principal amount; Redemption Date: September 1, 2009,

CITY OF AUSTIN, TEXAS CERTIFICATES OF OBLIGATION, SERIES 2000,
all outstanding obligations maturing on September 1 in each of the years 2013 and
2014, aggregating $680,000 in principal amount; Redemption Date: September I,
2010.

CITY OF AUSTIN, TEXAS PUBLIC IMPROVEMENT BONDS, SERIES 2000,
all outstanding obligations maturing on September | in each of the years 2012,
2016 and 2017, aggregating $14,085,000 in principal amount; Redemption Date:
September 1, 2010.

CITY OF AUSTIN, TEXAS CERTIFICATES OF OBLIGATION, SERIES 2001,
all outstanding obligations maturing on September 1 in each of the years 2017 and

2018, aggregating $4,825,000 in principal amount; Redemption Date: September |,
2011.




CITY OF AUSTIN, TEXAS PUBLIC IMPROVEMENT BONDS, SERIES 2001,
all outstanding obligations maturing on September 1 in each of the years 2018 and

2019, aggregating $12,000,000 in principal amount; Redemption Date: September
1,2011.

CITY OF AUSTIN, TEXAS PUBLIC IMPROVEMENT BONDS, SERIES 2002,
all outstanding obligations maturing on September 1, 2017, aggregating
$6,400,000 in principal amount; Redemption Date: September 1, 2012.

The redemption price for the Refunded Obligations shall be par plus accrued
interest to the date of redemption.



Attachment
to
Ordinance

Form of Preliminary Official Statement
(Draft 1 010708 attached hereto)



L hese secinties may not be sold nor may otters 1o buy be accepted phor (o the ame the Ulhicial tatement 15

1his Preliminary Uthcal dtatement and the intormaion contained herein are subject (0 compleuon or amendment

delnered m final form  Usnder ne oircumstances shall this Prelimunary Official Suatement consuture an offer to sell or the solicitation of an offer to buy nor shall there be any sale of these secunties i any yunsdicton n which such

offer, solicitation or sale would be unlawful prier to registration or gualificanon under the secunties laws of any such junisdicuon

Draft 1
0410708 PRELIMINARY OFFICIAL STATEMENT DATED JANUARY 24, 2008

Ratngs Moody's

Standard & Poor’s

Fitch “__ "

(See “OTHER RELEVANT INFORMATION — Ratings™)

NEW ISSUE - Book-Entry-Only

In the opmion of McCall, Parhhurst & Horton .1 1, Bond Counsd (*Bond Counsel™), miciest om the Bonds v excludable from gross income tor
federal income tax pugposes under exssting law and the Bonds are not private acuvity bonds - See “TAX MATTERS™ for a discussion of the opution
of Bond Counsdd, ncluding a descoption of the altananve mamimum tax consequences for corporations

$ *
CITY OF AUSTIN, TEXAS
(Travis and Willlamson Counties)
Public Improvement Refunding Bonds, Series 2008

Dated  January 15, 2008 Due September 1, a~ ~shown below

Interest on the § * City of Austm, “T'enas {the “Ciy”) Public Improvement Refunding Bonds, Scries 2008 (the “Bonds™), will acerue
fiom the dare of mumal diivay of the Bonds to the minal purchasers {the *Underwritens”) as shown bedow and will be payable September 1 and
March 1 of each year, commencing September 1, 2008, and will be caleulared on the Basis of a 360—=day yoar of twelve 30-day months  The Ciy
mtundds to utilize the Book-bantev-Only Systum of The Depository Trust Company (“IDTC™), but reserves the nght on 1ts behalf or on the behalf of
11 to discontnue such system Such Book-lnoy-Only System will affeet the method and nming of paymoent and the method of transfor {see
“BOND INFORMATION — Book-Luntry-Only Systun”)

Lhe Bonds are duect obligations of the City, payalile from an ad valotun tax levied, wathin the Limits presenbed by Liw, on all taxable property
located within the Crty, as provided m the ordinance authonzng the Bonds (sec “BOND INFORMATION — Sceurniy™)

Proceeds from the sale of the Bonds will be used to ecfund pottons of the Ciy’s outstancding general obligation debt, and to pay certan costs of
msuance of the Bonds (Sce “PLAN OF FINANCING — Purpose of Refundmg Bonds” and APPLENDIX D — “Summary of Bonds Refunded™ )

MATURITY SCHHEDULE*
CUSIP Prefix 452396

Maruriy Interest Pricc Marunne [nterest Price
(Seprember 1) Amount Rate or Yicld (Seprember 1) Amount Rate or Yield

2009 5 2015 $

2010 2016

2011 2017

2012 2018

2M3 019

2014

The City 1eeerves the nght, at s option, to redeem Bonds having stated matunties on and after Seprember 1, 2018, i whole or m pat m the
principal amounts of §5,000 or any mtegial mulople thaeof, on September 1, 2017, o any date thereafter, at the par value thercof, without premium,
plus accrucd mterest to the date fined for redemprion Sec “BONID INFORMATION — Rudemption”

I'he Bonds are offered for delivery when, as and if ssued, subjeet to the approving opimions of the Attorney General of the State of Taas and of
Bond Counsel “The opimion of Bond Counsel will be prnted on or attached 1o the Bonds (sce APPFNDBIX € — “Porm of Bond Counscd’s

Opuuon™)  Cortaw legal murters will be passed upon for the Underwriters by Vinson & Llkios 1L P, Dallas, Texas

I s expeeted that the Bonds will be delivered through the facilities of DIC on or abour March 12, 2008

Lehman Brothers

Apex Pryor Securities Citigroup Cabrera Capital Markets
Estrada Hinojosa Merrill Lynch Morgan Keegan & Company Inc.
Motgan Stanley Southwest Scecurities

*Pichminary, subject to change



Fo1 putposes of compliance with Rule 15¢2-12 of the Secutities and Exchange Commussion {1the ** Rule”), this document
constitutes a Official Statement of the City with 1espect to the Bonds that has been “deemed final” by the City as of 1ts
date except for the omission of no more than the informatton permirted by the Rule

No dealer, bioket, salesman o1 other petson has been authoused by the City o1 by the Underwniters to give any
nformation or to make anv tepiesentations, other than as contamned 1 this Official Statement, and «f given or made
such other information o 1epresentations must not be iehed upon as havmg been anthoused by the Gty or the
Underwtitets  This Offictal Statement does not constitute an offer to sell or the solicitatton of an offer to buy, not shall
thete be any sale of, the Bonds, by any petson 1n any junsdiction 1n which 1t 1s unlawful for such person ro make such
offer, solicitanon o1 sale

THE BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMINDED,
NOR HAS THE ORDINANCE BEEN QUALIFILD UNDER THE TRUST INDENIURE ACT OF 1939 IN
RELIANCE ON EXNEMPTIONS CONTAINLED IN SUCH ACTS

The informanoen set foith hetein has been furnished by the City and includes mnformation obtaned from othet soutces
which ate believed to be rehable, but 15 not guaranteed as to accuracy or completeness by, znd 15 not to be constiued as a
1epresentation by, the Underwniters The mformation and exptessions of the opmion contained herem are subject to
change without notice and nether the delivery of thus Official Statement nor any sale made hereunder shall, under any
citcumstances, create any imphication that there has been no change m the affairs of the City or the other matters
descnbed hetemn since the date hercof CUSIP numbers have been assigned to this ssue by the CUSIT Service Burcau
for the convenience of the ownets of the Bonds

This Official Statement mncludes descriptions and summanes of cettatn events, matters, and documents  Such
descrptions and summaties do not purpott to be complete and all such descrptions, summartes and 1eferences thercto
me quabfied m their entirery by 1eference to dus Official Statement 1 n» entitety and 10 each such document, copies of
which may be obtamned fiom the City o1 from Publhic Financial Management, Inc, the Financial Advisor to the City
Any statements made m this Official Sratement or the Appendices hereto involvmng matters of opinton ot estimates,
whether or not so expressly stared, are sct forth as such and not as representantons of fact, and no 1epresentation 1s made
that any of such opintons or estimates will be 1ealtzed

IN CONNECTION WITH THIE OFFLERING OF THIZ BONDS, THE UNDERWRITERS OF ANY OR ALL QF
SUCH BONDS MAY OVER ALLOT OR EFFECT TRANSACTIONS THAT STABILIZE OR MAINTAIN THE
MARKET PRICE OF THE BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHLRWISE PREVAIL IN
THE OPEN MARKET SUCH STABILIZING, TF COMMENCED, MAY BLL DISCONTINUED AT ANY "I'IMIZ

THE UNDERWRITERS HAVE PROVIDED THE FOLLOWING SENTLENCE FOR INCLUSION IN THIS
OFFICIAL STATEMENT  THE UNDERWRITERS HAVE REVIEWLD THE INFORMATION IN THIS
OFFICIAL STATEMENT IN ACCORDANCE WITH THEIR RESPONSIBILITIES TO INVESTORS UNDER
THE FEDERAL SECURIIIES LAWS AS APPLIED TO THE FACTS AND CIRCUMSTANCES OF THIS
TRANSACTION, BUT THE UNDERWRITERS DO NOT GUARANTEE THE ACCURACY OR
COMPLETENESS OF SUCH INFORMATION
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CITY OF AUSTIN

Elected Officials

Will Wynn
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SELECTED DATA FROM THE OFFICIAL STATEMENT

The selected data on this page

15 subject n all 1espects to the moie complete mformanon and defintnons contaned o1

mcorpotated 1o this Officral Statement The offerng of the Bonds to potental mvestors 1s made only by means of ths
entire Official Statement  No person 1s authonsed 1o detach this data page from s Official Smarement or 1o otheranse
use 11 without the entire Official Statement

This data page was prepared
descuption of the rax base and

The Issuer

The Bonds

Security

Opuonal Redempuion

Tax Exemption

Payment Record

TPrelimumary, subject to change

to present the Underwnters of the Bonds miommation concerning the Bonds, the
other perment data, all as mote fully descitbed heren

The Cuy of Austin, Texas (the “Ciry™), 15 a polincal subdivision located 1n Traws and
Willlamson Counties, operating as a home—rule city under the laws of the State of Texas
and a chatter approved by the voters 1n 1953, as amended  The Cuy operates under the
Council/Manager form of goveinment where the mayor and six counclmembers are
elected for staggeted three-yeat terms The Council formulates operating poley for the
City while the Ciry Manages 1s the chief admmntstiative officer

The Cuy 1s approvmmately 273 10 square mules m area (sce APPENDIXN A - “Genetal
Informanon Regading the Cuy™)

The Bonds are being 1ssued in the prinepal amount of § * pursuant to the
general laws of the State of Texas, particulatly Chapter 1207, Texas Government Code,
and an O1dimance passed by the City Council of the Cuy (see “BOND INFORMATTION

~ Authornity for [ssuance™)

‘Lhe Bonds constitute a direct obliganon of the City, payable from a conunwng ad
valotem tax levied, within the imuts prescribed by law, on taxable property within the
City 1 an amount sufficient to provide for payment of prancipal of and interest on all ad
valorem tax debre

The Cuty reserves the nghr, ar 1ts opton, to sedeem the Bonds having stared mamnues
on and after September 1, 2018, 1n whole o1 1 part 1in prinapal amounts of $5,000 or any
mtegral multple theieof, on September 1, 2017, or any date thereafter, ar the par value
thereof, withour priemium, plus accrued interest to the date fixed for tedempuon (sce
“BOND INFORMATION — Redemprion™)

In the opmion of Bond Counsel, the inrerest on the Bonds 1s excludable from gross
mcome for fedetal mcome tax purposes under eatshng law and the Bonds will not
constirure private activity bonds  See “TAN MATTERS” for a discussion of the opinion

of Bond Counsel mcluding the alternative minimum tax consequences for cotpotatons

The City has not defaulted since 1900 when all bonds wete refunded at par with a
voluntary teduction 1 interest rates

[The reamandder of ths page wtentionally left blank ]
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Selected Issuer Indices

|Yscal
Yeat

Faded Lisnmated City
Population (1)

9:30
1996
1097
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008

541,889
560,939
608,214
619,038
628,667
661,639
671,044
674,719
678,769
695,881
707,952
724,117
740,645

T'axable Assessed

Valuation
$23,303,015,047
25,823,385,257
27.493,058735
32,458,349,755
35,602,840,326
41,419,314,286
47,782,873,096
50,759,630,668
49,199 408,526
49 702,900,522
52,405,611,874
60,230,045,084

66,554,200,000 (4)

Per Capita
Taxable
Assessed
Valuation

£43,003 30
46,036 00
45,202 94
52,433 53
56,632 27
62,601 08
71,206 77
75,230 80
72,483 29
71,424 43
74,024 24
83,177 23
89,859 78

(000s)

Nei Fanded
Tax Debt (2)

$443,247
476,148
500,027
509,759
540,283
546,211
762,624
788,366
732,407
784,396
688,809
741,298
778,883 (5)

Rati of Net
Funded Tax

Per Caprta Debt to % of
Net Funded Taxable Tax
Tax Debt Valuation Collections
$ 81797 t 90% 99 91%
848 84 1 84% 99 47%
82212 1 82% 09 37%
823 47 1 57% 99 57%
859 41 152% 99 85%
825 54 132% 99 60%
1,136 47 1 50% 99 23%
1,168 44 155% 99 60%
1,079 02 1 49% 99 21% (3)
1,127 20 1 58% 100 23%
972 96 131% 100 67%
1,023 73 1 23% 100 67% (3)
1,051 63 (5) 117% (5 N/A

Source City of Austin Department of Development and Review based on full purpose atea as of December 31
Excludes genctal obliganon debt 1ssued for entetprse funds and general fund depaittments which transfer-in from

Operatng Budger

Estimated Collectrons as of June 30, 2007
Cernfied Appraised Value, including $4,623,806,542 1n property in the appeals process

Projected Includes the Obligations

{The remarnder of this page tntentionally left biank ]
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OFFICIAL STATEMENT

Relating to

$ *
CITY OF AUSTIN, TEXAS
Public Improvement Refunding Bonds, Series 2008

INTRODUCTION

This Official Statement, which includes the cover page, the summary statement and the appendices hereto, provides
cettain mformation tegatding the issuance by the City of Austn, Texas (the “City™), of § * City of Austin,
Texas Public Improvement Refunding Bonds, Senes 2008 (the “Bonds™)  Capitalized teims used in this Official
Statement have the same meanmngs assigned to such teimns m the ordinance authowzing the ssuance of the Bonds {the
“Bond Ordinance” or the “Oidinance”), except as otherwise indicated heren

These follows mn this Official Statement a descrption of the Bonds and certam information regatding the City and 1ts
finances Al descuptions of documents contamed hetem ate only summanes and are qualificd m their entuety by
reference to each such document  This Official Statement speaks only as to ats date, and the mformaton contamed
heren 15 subject to change  Copes of the Final Officnl Statement and the Bscrow Ageement theremnafier defined)
pettamnng to the Bonds will be depesited with the Munteipal Secunties Rulemaking Board, 1900 Duke Streer, Sutte 600,
Alexandra, Virgina 22314 See “CONTINUING DISCLOSURE OF INFORMATION” for a descripnon of the
Ciry’s undertaking to provide cerram mformation on a continumg basss

PLAN OF FINANCING
Purpose of Refunding Bonds

The Bonds are being 1ssucd to refund approximately $132,750,0007 of the Ciry’s currently outstanding general obligauon
mdelyedness (the “Refunded Obligatons™) and to pay costs of ssuance  The purpose of the ttansaction 1s to cffect
debt service savings  See APPENDIXN ID for a listing of the Refunded Obligations

Refunded Obligations

The Refunded Obliganions, and meerest due thereon, are 10 be paid on the scheduled 1nterest payment dates and the
maturity or redemption dates of such Refunded Obligations from funds ro be deposited pursuant to a certan Escrow
Agieement (the “Escrow Agreement”) between the City and U § Bank National Assocition, Fouston, Texas (the
“Escrow Agent”™) The Ordinance provides that the proceeds of the sale of the Bonds will be deposited wath the Escrow
Agent m an amount necessary to accomphish the dischaige and final payment of the Refunded Obligattons  Such funds
will be held by the Escrow Agent in a special esciow account (the “Escrow Fund™) and used to purchase direct
obhgatuons of the United States of Amernca (the “Secunties™) to be held i the Escrow Fund  Under the Escrow
Agreement, the Bscrow Fund 1s wrrevocably pledged to the payment of the puacipal of and witerest on the Refunded
Oblgatons

The Aihitiage Group, a natonally 1ecognized accounting fium, will venfy at the tune of delivery of the Bonds to the
Underwnitets the mathemancal accuracy of the schedules that demonstrate that the Secuunes will mature and pay
mterest m such amounts which, together with uninvested funds, if anv, in the Escrow Fund, will be sufficient to pay,
when due, the prncipal of and mterest on the Refunded Obligations  Such maturing prinetpal of and mrerest on the
Secuntties, and other uninvested funds in the Liscrow Fund, will not be available 1o pay the debt service on the Bonds

By deposit of the Secuntties and cash with the Becrow Agent pussuant to the Escrow Agieement, the City will have
enfered into a fum barking and financial artangement fo1 the discharge and final payment of the Refunded Obhgations,
n accordance with applicable law  As a result of such firm banking and financial arrangements, the Refunded
Obhgatons will be outstanding only for the purpose of tecetving payments from the Secunties and cash held for such
purpose by the Escrow Agent, and such Refunded Obliganons will not be deemed as being outstanding for the putpose
of any lumutauon on debt o1 the assessment of taxes

*Prelimunary, subject to change



The City has covenanted 1n the Esciow Agicement to make tumely depostts to the Usciow Fund from lawfully avadable
funds, or any addittonal amounts requited to pay the prncipal of and mrerest on the Refunded Obligations, «f, for any
teason, the cash balances on deposit o scheduled to be on depostt m the Lsciow bund are msufficient 1o make such
pavment

Sources and Uses of Funds
The proceeds of the Bonds will be applied substannally as follows

Sources of Funds
Puncipal Amount of the Bonds $
Omginal Tssue Premum

Total Available IP'unds s

Uses of Funds
Deposit to Escrow Fund 3
Costs of Issuance
Underwtiter’s Discount

Total Avalable Funds ) S
BOND INFORMATION
Authority for Issuance

The City 15 authotised to tssue the Bonds under authonty granted by Chaprer 1207, 'Texas Government Code, and by
the Bond Oudinance

General

'The Bonds are dated January 15, 2008 and shall bear mterest on the napard prmcipal amounts from the date of miual
delivery to the Underwrnters, at the tespectve per annum rates shown on the covet page  Prncipal 1s payable, upon
presentation thereof, ar the Designated Payment/Transfer Office of the Paying Agent/Registr (see “Paying
Agent/Registrar” herein)  Interest thetcon 1s payable by the Paying Agent/Registrar to the registered owner appeating
on the registratton books of the Paying Agent/Regisnar at the close of business on the Record Date (heremafer
defined) and shall be paid by the Paying Agent/Registiar by check matled by Umited Seates matl, first class postage
ptepaid, to the address of such person as 1t appears on the 1egistiation books of the Paymg Agent/Registrar on or before
each interest payment date or by such other method, acceptable to the Paying Agent/Registiar, requested by, and ar the
nsk and expense of, the bondholder  The Bonds are 1ssued only as fully registered obliganons mn denommanons of
$5,000 or any mntegral mulaple thercof within a matunty

The recotd date (the “Record Date™) for the interest payable on any interest payment date 1s the 15th day of the month
next preceding such interest payment date, as specified in the Otdmance  In the event of a nonpavment of mrerest on a
scheduled mtetest payment darte, and fot 30 days thereaftet, a new record date fo1 such mterest payment (the “Spectal
Record Date”) will be established by the Paying Agent/Regstrar, in accordance with the provisions of the Owdmance, 1f
and when funds for the payment of such mterest have been recetved from the City  Notnice of the Spectal Record Date
and of the scheduled payment date of the past due mterest, which shall be at least 15 days after the Spectal Recoid Date,
shall be sent at leasi five business days pror to the Special Recotd Date by United States mail, first class postage prepaid,
to the address of cach bondholder appeanng on the registiattion books of the Paying Agent/Registrar at the close of
bustness on the last business day next preceding the date of matling of such notice

Security
The Bonds constitute direct obliganions of the City, payable from a connnuing ad valorem tax levied, withm the lumits

prescribed by law, on taxable property tocated within the Citv in an amount sufficient to pay the pincipal of and nteiest
on all ad valotem tax debt



All taxable propetty wathin the City 15 subject to the assessment, levy and collection by 1he Gty of a contumung, dnect
annual ad valotem tax suffictent to provide for the pavment of pracipal of and nterest on all ad valorem tax debt within
the limits prescrbed by law  Awucle X1, Scenon 5, of the Teaas Constitution 1s applicable to the City, and limits 1ts
mastmum ad valorem tax iate to $2 50 per 3100 assessed valuauon for all City putposes  The City operates under
Home Rule Charter somenmes referied to hetemn as the “Charter” which also lunits the City’s ad valorem tax rate (o
$2 50 per $100 assessed valuanon for all City puiposes Within such Chatter mitatton, the total tax which may be levied
annually by the City for municapal geneial operating putposes may not exceed $1 00 pet $100 assessed valuation

Bondholder Remedics

The Ordmance obligates the Ciry Council 10 assess and collect an annual ad valotem tax sufficient to pay when due the
tespechve puncipal of and 1nteiest when due on the Bonds and they also cieate a pledge of such tax 1o the payment of
the Bonds

Upon the falure of the City to make payment of puncipal or interest when the same becomes due and pavable, then any
bondholder, o1 an authonzed 1epresentative thereof, including but not mited (o, a tiusice o1 trustees therefore, mav
procced agamst the Citv by mandamus ot othet swt, action or special proceeding in equury o1 at law, m any court of
competent jurisdicuon, for any relief permutted by law, mcluding the specific petfoimance of any covenant or agreement
contmned therein, or thereby to emoin any act or thing that may be unlawful or 1n violatnon of any nght of the
hondholder theteunder or any combination of such remedies but the nght to acceletate the debt evidenced by the Bonds
shall not be avatlable as a remedy under the Ordmance  All such proceedings shall be nstirured and mamtamned for the
equal henefit of all such bondholders

Atthough a bondholder could presumably obtan a judgment agamnst the City 1f a default occutred m the payment of
prncipal ot interest the of Bonds, such judgment could not be satisfied by execution against any properiy of the City
The bondholder’s only practical rtemedy, if a default occurs in the payment of puncipal or mterest, 1s 2 mandamus or
mandatory myuncion proceeding to compel the City Council to levy, assess and collect an annual ad valorem fax within
the tax rate imitation sufficient to pay pincipal and inferest as it becomes due  'he bondholder could be required to
enforce such remedy on a pertodic basis No ught to accelerate marunty 1s granted by the Ordimance

The enfoicement or claim for payment of principal of or mrerest, including the remedy of mandamus, and the vabdity of
the pledge of taxes, would be subject to the applicable provisions of the federal bankruptey laws and to other laws
affecting the nghts of creditors of poliucal subdnnsions generally

Redemption

Optional Redemption. The City rescrves the ught, ar its option, to redeem the Bonds having stated matunities on and
after September 1, 2018, m whole or m patt i principal amounts of $5,000 or any mtegral multple theieof, on
Seprember 1, 2017, or any date theteafter, at the pat value thereof, without prenmum, plus acciued ntetest to the date
fixed for tedemprion  If less than all of the Bonds ate to be redeemed, the City shall determine the respective matuties
and amounts to be redeemed and, 1f less than all of a matunty 15 to be redeemed, the Paying Agent/Registrar (or D'TC
while the Bonds are in Book-Entry-Only form) shall detevmne by lot the Bonds, or poinons thereof, within such
matuuty to be 1edeemed

At least thirty days prior to a redemprion date, the City shall cause a wrntten notice of such redempuon to be sent by
United States matl, first class postage piepaud, to the registered owners of each Boad to be 1edeemed at the address
shown on the registranon books mamtamed by the Paying Agent/Regisnat and subject to the terms and provistons
telating thereto contaned i the Ordinance 1f a Bond (o1 a portion of 1ts principal sum) shall have been duly called for
redempiion and notice of such redempiion duly given, then upon such redempuon date such Bond (ot the poruon of s
principal sum to be redeemed) shall become due and payable, and 1nterest thereon shall cease to accrue from and aftet
the tedemption date thereof, provided moneys for the payment of the redemptton price and the interest on the prncipal
amount 1o he redeemed to rthe date of redemption ate held for the puipose of such payment by the Paying
Agent/Registiar



Defeasance of Bonds

The Ordinance provides for the defeasance of the Bonds when the payment of the prncpal of and premm, f any on
the Bonds, plus nterest thereon to the due date thereof (whethet such due date be by reason of matunty, redempton, or
otherwise), 1s provided by irrevocably depositing with a paying agency, n trust (1) money sufficient 1o make such
payment and/ot (2) Defeasance Secunies, certified by an independent public accounting fitm of national teputation to
matute as to prncipal and interest m such amounts and at such nmes to msute the avatlability, without remvestment, of
sufficient money to make such payment, and all necessaty and proper fees, compensation and expenses of the paying
agent for the Bonds  The Ordinance provides that “Defeasance Secunies” means {a) ditect, noncallable obliganions of
the United Stafes of Amenca, including obligations that are uncondittonally guaranieed by the Unired States of Ameuca,
(b) noncallable obligations of an agency o1 mstiumentality of the United States of Amernca, mcluding obligations that ate
uncondiionally guaanteed or insured by the agency o1 mstrumentality and that are rated as (o mvestment quality by a
nationally 1ccogntzed tnvestment 1ating firm not less than AAA ot 1t equuvalent, and (€) noncallable obhgations of a state
Or an agency Ot 4 county, munictpality, o1 other poliical subdivision of a state thar have been 1efunded and that rated as
1o investment quality by a nationally 1ecognized invesiment tating fiim not less than AAA ot us equivalent The Cary has
additionally 1eserved the rnight, subject ro sansfymg the 1equirements of (1) and (2) above, to substitute othet Defeasance
Secunties for the Defeasance Secunties ongmally depostted, to remnvest the mnvested moneys on deposit for such
defeasance and to wathdraw for the benefit of the Cuy moneys 1n excess of the amount 1equured for such defeasance

Upon such deposit as described above, such Bonds shall no longer be regarded to be ourstanding or unpard  The Cury
has reserved the opuon, however, to be exercised at the tnc of the defeasance of the Bonds, to call for redempuion at
an eathier date, Bonds which have been defeased to then matunty date, 1f the City 1in the proceedings providing for the
fitm banking and financial arrangements (1) expressly reserves the right to call the Bonds fot redemption, (1) gives notice
of the reservation of that night to the ownets of the Bonds immeduately following the making of the firm banking and
financial arrangements, and (w) directs that notice of the reservanon be included m any 1edemption nouces that 1t
anthotzes

Book-Entry-Only System

IDI'C will act as secunties deposttory for the Bonds (the “Secuttes”™) The Securities will be 1ssued as fully-registered
secunties registered 1n the name of Cede & Co (IXI'C’s paitnership nomunee) or such other name as may be requested
by an authorized representauve of DTC One fully-registered Secuniy cernificate will be 1ssued for each mamnty of the
Secunies, each in the aggregate principal amount of such maturity, and will be deposited wath DTC

DTC, the world’s latgest depositorv, 1s a hmited-putpose trust company erganized under the New York Banking Law, a
“banking oiganization” within the meaning of the New York Banking Law, a member of the Federal Reserve System, a
“clearing corporation” within the meaning of the New Youk Unmiform Commercial Code, and a “cleating agency”
registered pursuant to the provisions of Sectton 174 of the Secunities Exchange Act of 1934 IYTC holds and provides
asset servicing for over 22 milbon issues of US and non-U § equuty 1ssues, corporate and mumicipal debt 1ssues, and
money market insttuments from over 100 countnes that IYTCs parnapants (“Direct Participants™) deposit with DTC
DTC alsa facihirates the posttrade sertlement among Direct Participants of sales and other secunties tansactions 1n
depostted securtttes, through electionic computenzed book-entry transfers and pledges between Direer Participants’
accounts This climinates the need for physical movement of secuuities certificates Direct Partictpants mcude both U S
and non-US  sccunttes brokets and dealers, banks, tiust compames, cleatng cotporations, and cettamn other
organtzations IYTC 15 a wholly-owned subsidiaty of “The Deposttory Trust & Cleaung Cotpotation (“IDTCC™) DTCC,
mn tan, 15 owned by a2 number of Duect Participants of IDTC and Members of the Nanonal Sccuntics Clearing
Cotpotation, Fised Income Cleanng Cotpotation, and Emerging Markets Cleanng Cotporation (NSCC, FICC and
EMCC, also subsidianies of DTCC), as well as by the New York Stock Exchange, lnc, the Amenican Srock Exchange
LLC, and the National Assoctauon of Secunties Dealets, Inc Access to the DTC system 15 also avaslable to others such
as both US and non-U S secunities brekers and dealers, banks, trust companies, and cleatng cotpoiations that cleas
thtough or mamntan a custodial relattonship with a Direct Patnaipant, etther dneetly o: mdirectly (“Indirect
Patticipants’) DTC has Standard & Poor’s lughest rating  “AAA 7 The DTC Rules appheable to 1ts Parncipants are on
file with the Securtnies and Exchange Commussion More information about DTC can be found at www dice com and

wwwy dtc otg

Purchases of Secunties under the II'C system must be made by or through Duect Paticipants, which will receive a
credit for the Secuntites on DTC’s 1ecords The ownership intetest of each actual puichaser of cach Secunty (“Beneficial



Owner”™) 15 i twn to be recorded on the Direct and Indiect Partietpants’ tecotds Benefictal Ownets will not recerve
wutten confiimation from DTC of therr putchase Benefiaal Ownets ate, however, expected to teceive writren
confirmations ptoviding detatls of the tansacton, as well as persodic statements of thent holdings, from the Duect o1
Indueet Patnicipant thiough which the Beneficial Owner entered into the transaction Transfers of owneiship interests in
the Securtiies ate to be accomplished by entnes made on the books of Puect and Indirect Parncipants acting on behalf
of Beneficial Owners Beneficial Chwners will not recetve certficates representing their ownership inferests 1in Secutities,
eacept n the event that use of the book-entry system for the Secutines 1s discontinued

To factirate subsequent transfers, all Secunties depostied by Dinect Parucipants with DTC are registered n the name of
DTC’s pattnetshup nominee, Cede & Co, o1 such ofher name as may be tequested by an authorized 1epresentative of
DTC The deposti of Securines with DTC and then 1egistranon 1n the name of Cede & Co o1 such other DTC nomince
do not effect any change i benefictal ownership IYI'C has no knowledge of the acrual Beneficl Owneis of the
Secuntties, DTC’s records reflect only the idennty of the Dizect Parncipants to whose accounts such Secunues are
credired, which may or may not be the Beneficial Owners The Direcr and Indirect Partctpants will rematn 1esponsible
for keeping account of their holdings on hehalf of then customers

Conveyance of notices and other communications by [D1'C to Direct Parnictpants, by Direct Pancipants to Indirect
Participants, and by Direct Participants and Indirect Patteipants to Beneficial Owners will be governed by anangements
among them, subject to any statutory or regulatory requuements as may be n effect from wme to tme Beneficul
Ownets of Securines may wish 1o take cetrain steps 10 augment the transmission to them of nouces of significant events
with 1espect to the Secunues, such as iedemptions, tendeis, defaults, and proposed amendments to the Secumy
documents For example, Beneficial Owners of Secuntes may wish to ascertmn thar the nominee holding the Securities
for thewr henefit has agreed to obtain and transmue notices to Benefictal Owners Tn the alternatve, Beneficial Owners
may wish to provide their names and addresses to the 1egustrat and request that copies of notices be provided directly to
them

Redemption notices shall be sent to TXTC If less than all of the Secunues withm an 1ssue are bemng 1edeemed, DTC’s
pracnce 1s to determune by tot the amount of the nterest of each Duect Parucipant i such issue to be redeemed

Netthet DTC nor Cede & Co (nor any other DTC nomiunee) will consent o1 vote with tespect to Sccutities unless
authonzed by a Direct Paruaipant 1 accordance with DTC's Procedures Under s usual procedures, DTC mails an
Omnibus Provy to the City as soon as possible after the recotd date The Omribus Proxy assigns Cede & Co's
consentmg o1 votng rights to those Ditect Partictpants to whose accounts Sccuttics are credited on the tecord date
{idennfied n a listing attached to the Ommibus Proxy)

Redemption proceeds and ponapal and interest payments on the Secunnes will be made to Cede & Co, o1 such other
nomunee as may be tequested by an authonzed representanve of DTC DTC's pracuce is to credit Direct Participants’
accounts upon DTCs receipt of funds and concsponding detaldl informaton from the City or the Paying
Agent/Registiat, on payable date mn accordance with thetr respective holdings shown on DTC's records Payments by
Participants to Benefictal Owners will be governed by standing mstructions and customary practices, as 1s the case with
sccurities held for the accounts of customers 1n beater form o1 1emstered 1 “streel name,” and will be the wesponsibility
of such Paincipant and not of D'I'C nor 1ts nomunee, the Paying Agent/Regstiar, o1 the City, subject to any statutory o
regulatory 1equuements as may be m effect from tme 10 ume  Payment of 1edemption proceeds and prinapal and
mterest payments to Cede & Co {0t such other nominee as mav be tequested by an authonzed representative of DTC)
1s the tesponsibiity of the City or the Paying Agent/Registrar, disbursement of such payments to Diuect Participants walt
be the responsibility of DTC, and disbursement of such paymenis to the Benefictal Owners will be the tesponsibtlity of
Direct and Induect Participants

DTC may discontinue providing 11s services as deposttory with 1espect to the Secunnes at any tume by giving teasonable
notice to the Ciry o1 the Paying Agent/Registiar Under such circumstances, i the event that a successor deposttory 1s
not obtained, Secutty cernficares are 1equured to be punted and delivered

Subject to D'TC’s polictes and guidelines, the City may decide to disconunue use of the system of book-entry transfers
through DTC (ot a successor secunties deposttory) In that event, Secunty cetttficates witl be printed and delivered

The information in this section concerning DTC and DTC’s book-entry-only system has been obtained from
sources that the City believes to be rehable, but the City takes no responsibility for the accuracy thereof.



Paying Agent/Registrar

The matal Paying Agent/Regstrar {o1 the Bonds 15 U § Bank Nattonal Assocaton  Interest on wnd poncipal of the
Bonds will be payable, and transfer functions will be petfoimed at the coiporate trust office of the Paymg
Agent/Registrat in Fouston, ‘Fexas (the “Designated Paymenr/Transfer Office”)  In the Ordinance, the City tetans the
nght to teplace the Paying :\genr/R(:glstlﬂl. The City covenants to mamntain and provide a Paymg Agent/Registiar ac all
tmes while the Bonds ate outstanding and any successor Payving Agent/Regisnar shall be a commercial bank, tiust
company or other enuty duly qualified and legally authorized to serve as and peiform the duties and services of Paying
Agent/Registtat - Upon any change in the Paying Agent/Registtac for the Bonds, the Cuty agrees to prompily cause a
wittten notce thereof 1o be sent to cach registered owner of the Bonds by Usuted States mail, first class postage prepad,
which notice shall also give the addiess of the new Paying Agent/Registiat

Transfet, Exchange and Registration

In the event the Book-Eniry-Only System should he disconttnued, the Bonds may be tansferred and exchanged on the
regishiation books of the Paymg Agent/Repstiar only upon presentanon and suirender theicof to the Paying
Agent/Registrar at the Designated Payment/Tiansfer Office and such wansfer o1 exchange shall be without expense or
service chaige 1o the iegistered owner, except for any tax o1 other goveinmental chaiges required ro be pad with 1espect
to such tegistranion, exchange and nansfer A Bend may be assigned by the execution of an assignment form thereon o1
by other mstrument of ttansfer and assignment acceptable to the Paying Agent/Registtar - A new Bond will be delivered
by the Paying Agent/Registiar, i liew of the Bonds bemg transferied of exchanged, at the Designated
Paymcnr/ Lansfer Office, or sent by United States maul, fiest class postage prepad, to the new iegistered ownet or his
designee To the extent possible, new Bonds 1ssued 1n an exchange or nansfer will be delivered to the registered ownet
or assignee of the 1emsteted owner in not more than three business days after the 1eceipt thereof 1o be canceled, and the
written mstrument of transfer or request for exchange duly executed by the registered owner o1 hus duly authouzed
agent, m form satnfactory to the Paying Agent/Regstrar New Bonds regustered and delivered m an exchange of
tansfer shall be m any mregral multiple of $5,000 for any one matunty and for a hike aggregate principal amount as the
Bonds sutrendeted for exchange o1 nansfer  See “Book-Entry-Only System™ hetemn for a descupuon of the system to
be utibzed minally 1 regard 1o ownership and tsansferabidity of the Bonds

Limitation on Transfer of Bonds Called for Redemption

Nerther the City not the Paying Apent/Registrar shall be requued ro tansfer or exchange any Bond called for
tedemption, i whole o1 1 part, withim 45 days of the date fixed for redempuon, provided, howeves, such hmitatton of
transfer shall not be applicable to an exchange by the registered owner of the uncalled prnincipal of 2 Bond

TAX INFORMATION
Ad Valorem Tax Law

The apprasal of propetsy within the City 15 the responsibihity of the Travis Centtal Appraisal District (the “Apprasal
Distuet”)  Excluding agacultutal and open—space land, which may be taxed on the basis of productive capacuy, the
Apprasal Distrier s required under Title 1, VT C A Tax Code (commonly known as the “Property Tax Code™} to
appiatse all propeity within the Apprasal District on the basis of 100% of s matket value and 15 prolubired from
applymg any assessment tatios  State law furthe: hmits the apprassed value of a residence homestead for a tax year (the
“Homestead 10% [acrease Cap™) o an amount not to exceed the lesser of (1} the matket value of the propeity, or (2)
the sum of (3) 10% of the apprassed value of the property fou the last vear i which the property was apprased for
taxation times the number of years since the propetty was last appratsed, plus () the apprased value of the propetty for
the last year m which the property was apprased plus (¢) the matker value of all new mprovements to the property
The value placed upon pioperty withm the Apprasal Distuct 1s subject to review by an Apprasal Review Board,
conststing of thice members appointed by the Boaid of Directors of the Apprasal Distnet The Apprasal Distuct 1s
requued to review the value of propeaty wathin the Apprasal Dustrict ar least every three years  The City may require
annual review at 1ts own expense, and 1s entirled to challenge the determmunavon of apprased value of property withun the
City by petiwon filed wath the Appraisal Review Boad
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Reference 1s made to the Propettv Tax Code for wdentfication of propeity subject 1o taxanon, property exempt o1 which
may be exempted from taxaton, 1f clamed, the apprasal of property for ad valorem taxation puiposes, and the
procedures and lmitations applicable to the levy and collecnon of ad valotem taxes

Article V111 of the State Constitunion (“Aincle V1117 and State Law provide for certamn evemptions fiom property taves,

the valuanon of agrculrwal and epen—space lands at productvity value, and the exemption of certam petsonal propetty
from ad valorem taxation

Under Section 1-b, Aincle VIII, and State Law, the governing body of a politcal subdrvision, at 1ts option, may giant

(5 An exemption of not less than $3,000 of the marker value of the residence homestead of petsons 65 years
of age or older and the disabled from all ad valorem taxes thereaftet levied by the political subdnvision,
(2)  Anexemption of up to 20% of the maiket value of 1esidence homesteads, minunum exempuion $5,000

State law and Sectton 2, Article VIII, mandate an additional property tax exemption for disabled veterans or the
surviving spouse or childien of a deceased veteran who died while on active duty i the aimed foices, the exemption
applies to cither teal ot personal property with the amount of assessed valuation exempred 1anging fiom $5,000 to a sum
of $12,000

In a statewide clection held on Seprember 13, 2003, voters apptoved an amendment to Section 1-b, Article VIIT of the
Texas Constitunion, thar would authouze a county, city, town or jumor college distuct fo cstablish an ad valorem rax
ficeze on 1esidence homesteads of the disabled and of the elderly and thewr spouses  The City 15 now authenzed to
freeze ad valorem taxes on residence homesteads of persons who are disabled or sixty-five years of age o1 older If the
Cuy Council does not rake action to establish the tax limitanon, sotets within the City may submur a petition signed by
five percent of the remstered voters of the City requung the Ciy Counal to call an election to determine by majoriry
vote whether to establish the tax lunttation

If the mx limitation 1s established, the toral amount of ad valotem raxes unposed by the City on 2 homestead that
recewves the exemption may not be mcreased while 1t temams the tesidence homestead of that petson or that person’s
spouse who ts disabled ot sxty-five years of age o1 older, except to the extent the value of the homestead 1s mcereased ly
improvements other than tepairs If a disabled o1 clderly person dies i a year i which the person recerved a residence
homestead exemption, the total amount of ad valoiem taxes imposed on the homestead by the taxing unit may not be
wcteased while st remains the residence homestead of that petson’s surviving spouse 1f the spouse 15 fifty-five vears of
age or older at the tme of the person’s death In addition, the Texas Legislature by general law may provide for the
transfer of all or a proportionate amount of the tax lunutatton applicable to a person’s homestead to be nansferred to the
new homestead of such person 1f the person moves to a different ressdence within the taxing unit Once established, the
governung body of the taxing untt may not repeal or 1escind the tax limitaton

The City Counal has not determuned at this ttme what action, 1f any, 1t will rake tegarding this constitutional amendment
The City can make no iepiesentations o1 predictions concernming the impact such a tax hmitaton would have on the
taxing rates of the Citv or its abdiny to make debs service payments  To date, no vahd petiton has been piesented to the
City Council tequestng that an election be conducted

Arncle VI provides that eligible owners of both agricultural land (Secoon 1-d) and open-space land (Sectton 1-d-1),
including open-space land devoted to farm or ranch purposes or open-space land devoted fo amber production, may
elect to have such property appratsed for property taxation on the basts of 115 producuve capacity  The same land may
not be qualified under both Section 1-d and 1-d-1

Petsonal property not used in the business of a taxpayet, such as automobiles o1 Iight tucks, 15 exempt from ad valorem
taxauon unless the governing body of a polincal subdin ision elects o tax this property

Avnele VL Secuon 14y of the Tesas Constunon pravides for “ficepott propeuty” to be exempted fiom ad valorem
taxanon  Fieeport propeity 1s defined as goods detained m "T'exas for 175 days or less for the purpose of assembly,
storage, manufactuimg, processing or fabricanon  The City grants such exemption

The City geants an exempuion to the apprased value of the restdence homestead of persons 65 yeats of age or oldet and
to the disabled of $51,000



The City may enter mnfo fax abatement agicements to encoutage cconomic development  Under the agieements, a
propetty ownet agtees to constiuct cettan impiovements on s property  The City in tun agrees not to levy a tax on all
or part of the mcieased value snibutable to the improvements untl the expiraton of the agicement  The abatement
agreement could last for a peued of up 10 10 years  The Ciy has adopied cutena for granting tax abatements which
establish guidelines regarding the number of jobs to be created and the amount of new value 10 be added by the taxpayer
mn retutn for the abatement The Ciy has entered mito sevetal such abatement agreements m 1ecent years

In December 2004, the Cuy approved the creation of a tax mctement reinvestment rzone encompassing propeity
conststing of the old Robert Mueller Mumcipal Anport A muli-use development of the property within the houndaes
of the sone 1s envisioned, and the City has entercd mnto discusstons with Catellus Austin LLC to ovetsee the
redevelopment of this property  Cuntently, all of the property within the vone 15 owned by the City, however, as
development occuts property will ftom ume to tme be sold to prvare indiniduals and ennties

Tax Valuation

January 1, 2007 Apprased Valuation (1) $64.543,030,928
Less Local Exemptions to Assessed Values (2}

Residential Homestead over 65 $1,162,201,311

Homestead 10% Increase Cap 1,173,958,416

Dhasabled Veterans 37,765,175

Agricultural and Historieal Exemptions 414,165,042

Disabality Iixemption 115,173,978

Iieeport Exempuon 1,409,721 921 4.312,985,844
January 1, 2007 Net Taxable Assessed Valuatton (1) $60,230,045,084

{1) 2007 Certfied Appraised Value includes §4,623,806,542 1n property m the appeals process

{2) Exempnons or adjustmeants to assessed valuation granted m 2007 wclude {a) exempnions of §51,000 for resident
homestead property of property owners over 65 years of age, (b) exemptions for residents homestead property
exceedmg a 10 pereent increase m valuation fiom the previous yeat, (¢} exempitons ranging from $5,000 to $12,000
for propeity of disabled veterans or certan suviving dependents of disabled veterans, (d) certain adjustments to
producttve agnculrural lands, {c) exemptions to the land designated as stoncally significant sites by certan pubhc
haodwes, (f) exempuons of $51,000 to disabled teswlent homestead property ownets, () exempuon of freeport
property detamned in Texas for 175 dags ot less for the purpose of assembly, storage, manufactuning, processing or
fabrication of exported fimshed goods from Texas

[1he remaunder of tha page t5 intentionally feft blank ]



Statement of Debt (A~ of December 31, 2007)

The following table sets forth on a pro forma basts the amount of Public Improvement Bonds, Assumed Bonds,
Ceintficates of Oblgation and Contiactual Obligations outstanding and cettan debrt ranos telated theteto

Public Improvement Bonds (1) 648,955,000
Cernficates of Obliganon {i) 129,575,000
Contiacrual Obligations 54,065,000
Assumed Bonds (2) 8,390,000
The Bonds (3}
Total $968,395,000

Less Self-Supporting Debt

Assumed Bonds (2) $ 7,628,768
Auport (4) 316,125
Austin Energy (4) 1,605,377
Caty Hall 30,213,546
CMTA Mobility (5) 17,030,000
Communication & ‘Technology Management (4) 11,650,628
Convention Centet (4) 22,970,151
Financtal Services (4) 26,154,255
Fleet Management (4) 5,850,853
Golf {4) 6,055,710
One ['exas Center (4} 12,365,000
Solid Waste (4) 30,471,165
Transportation (4) 7,043,376
Water and Wastewater (4} 16,774,318
Woatershed Protection (4) 11,883,951 $208,019,223
Interest and Smking Fund, All Public Improvement Bonds (6) 40,010,090
Net Debt (7) §720,3065,687
Ratio Toral Debr ro 2008 Net Taxable Assessed Valuation 1 42%
Ratio Net Debr to 2008 Net Taxable Assessed Valuation 1 06%

2008 Population (Esumate) — 740,645 (8)
Per Capita Net Taxable Assessed Valuation — $92,059 94
Per Capita Ner Debt Outstanding ~ $972 62

Lixcludes the Refunded Obligations
Repiesents bonds of utlity districts annexed by the City
Prelminary, subject to change

=]
S T

a
-

Areport, Austin Enetgy, Communicanons and Technology Management, Convention Center, Fleet Management,
Golf, Oue Texas Center, Solid Waste, T'ransportation, Watet, Wastewater and Watershed Prorection repiesent a
portion of the City’s Quistanding Public Improvement Bonds, Cettficates of Obligation and/ot Conrracrual
Ohllgmmn% Debt service for Aurport, Austin Eneigy, Communications and chhnn]ngy Management, Convention
Center, Fleet Management, Golf, One Texas Center, Solid Waste, Transpoitatton, Water, Wastcwater and
Watetshed Protection 1s paid fiom 1evenue of the respective enterprises  The Cuty plans to contmue to pay these
obligattons from cach 1espective enterpnse Communicattons and Technology AManagement, Fleet Aanagement
and One T'exas Center are mnteinal service funds that generate revenue thiough chaiges to user departments



{5) 'Lhe City entered mro an ntetlocal agieement with Caprial Metro Transit Authortey {CMIA), whereby CMTA wall
pay the requued debt setvice o the City thiough a transfer of funds 30 days priot to each debt service payment
date

(6) Repiesents estimate of eash plus mvestments at cost on December 31, 2007

(1) Vanous genewal fund departments have tssued debr wineh 1s suppotted by a tansfer mto the debi service fund fiom
the 1ssuing depattment  These departments budger the requited debt service which reduces the debt service tas
requirement  [f excluded, these obligauons would lowet net debt by §

(8) Soutce City of Austin Planning/Growth Department  This fignte doces not mclude areas annexed for himited
PULpOsEs

Revenue Debt

In addwen to the above, on a pro foima basis, the City had cutstanding (as of December 31, 2007) $358,676,089
Combined Unlity Systems Revenue Bonds pavable from a prior ben on the combined net revenue of the Electric System
and the Water and Wastewater System, $827,520,000 Lileciric Unlity Oblganons payable from a suboidinate lien on the
net revenues of the Electnc Utility System, $1,280,445000 Water and Wastewater Obligations payahle from a
subosdimnate lien on the net revenue of the Water and Wastewater System, and $248,454,512 Combined Uttty Systems
Commetcial Paper payable fiom 4 subotdinate hen on the combined net tevenue of the Elecriic System and the Warer
and Wastewater System

The City also has outstanding (as of December 31, 2007) $344.,640,000 Anport System Prion Lien Revenue Bonds
payable fiom tevenue of the Cuy’s Auport System  The Cirv also has ourstandmg (as of December 31, 2007)
$239,935,000 1n Conventon Centet Bonds, payable fiom hotel/motel occupancy and rental car tax collechions

Bonds Subject to Annual Appropriation

The City has entered 1nte a sublease (the “Sublease”) with tespect to space 10 house the Water and Wasrewater Unliry,
and §1,325,000 of Certificates of Paittcipation are ourstandmg (as of December 31, 2007) and payable fiom payments
made under such Subleases "Lhe Cuty anticipates funding the 1equued lease payments ftom the revenue of the respecrive
utihny system, although the City may make such payments fiom any available funds of the City as a whole appropnated
for such purposes  The revenue of the Electric System and the Water and Wastewater System awe not spectfically
pledged i such Subleases

[The remainder af they page o wntentionally left blané |



Valuation and Funded Debt History

Ratio of Net

Fiscal Per Capata Funded Tax

Year Taxable (000s) Per Capira Debt to Yo of

Lnded Estunated City  Taxable Assessed Assessed Net Funded Net Tunded Taxable Tax
930 Population (1) Valuation Valuation  Tax Delt (2) Tax Debn Valuauon Collgetions
1996 541,889 $23.303,015,047 $43,003 30 $443,247 $ 81797 190% 99 91%
1997 560,939 25,823,385,257 46,036 00 476,148 848 84 1 84% 99 47%
1998 608,214 27.493,058,735 45,202 M4 500,027 82212 182% 99 37%
1999 619,038 32,458,349,755 52,433 53 509,759 823 47 157% 99 57%
2000 628,667 35,602,840,326 56,632 27 540,283 859 41 152% 99 85%
2001 661,639 41,419,314,286 62,601 08 546,211 825 54 132% 99 60%
2002 671,044 47,782,873,096 71,206 77 762,024 1,136 47 1 60% 99 23%
2003 674,719 50,759,650,668 75,230 80 788,306 1,168 44 1 55% 99 60%
2004 683,551 48,964,275,008 71,63222 810,273 1,185 39 1 65% 98 90%
2005 695,881 49,702,906,522 71,424 43 784,396 1,127 20 1 58% 100 23%
2006 707,952 52,405611,874 74,024 24 688,809 97296 131% 100 67%
2007 724,117 60,230,045,084 83,177 23 741,298 1,023 73 123% 100 67%(3)
2008 740,045 66,534,200,000 (4) 89,854 78 778,883 (5) 1,051 63 (3) 117% (5) N/A

(1) Source City of Austin Depattment of Development and Review based on full purpose atea as of December 31

(2)  Excludes gencral obligauon debt 1ssued for enterprise funds and general fund depattments which transfes-in fiom
Operating Budget

(3) Estmated Collections as of June 30, 2007

#)  Cetnfied Apprased Value, including $4,623,806.542 n propenty n the appeals process

{5) Projected Includes the Obhgations

Tax Rate, Levy and Collection History

IFiscal Year T'oral Distubution

Ended Tax General Interest and % Cutirent % Total
9-30 Rate Fund Sinking Fund Tax Levy Collections Collections
1996 %0 5446 §0 3177 $0 2269 $126,908,220 99 03% 99 91%
1997 05251 3117 02134 135,598,596 98 96% 99 47%
1998 05401 03304 0 2097 148,490,010 98 80% 99 37%
1499 05142 03265 01877 166,900,834 98 89% 99 37%
2000 05034 03222 01812 179,224 698 99 08% 99 85%
2001 04663 03011 01652 193,138,262 98 98% 99 60%
2002 0 4597 0 3041 01356 219,657,867 98 81% 99 23%
2003 0 4597 02969 01628 233342114 98 84% 99 60%
2004 04928 {3236 01692 241295947 99 06% 98 90%
2005 (2) (4430 02747 01683 220,183,876 99 03% 100 23%
2006 0 4430 02841 0 1589 232,156,861 99 48% 100 67%
2007 039806 02620 01366 240,076,960 99 48% (1) 100 67% (1)
2008 (1) 03986 02620 01366 240076,960 (In process of collection)

{1) Esvumated collections as of June 30, 2007

{2) The toral rax rate decreased by 6 35¢ as a result of the voters of Travis County (which mcludes the Ciry) approving
i May 2004 the creaton of a new County wide hospital distrier, which resulted 1n public health scrvices previously
provided by the City to be provided bv the hospital distiret {(See “DEBT INFORMATION — Estimated Direct and
Overlapping Funded Diebt Payable from Ad Valorem Taxes™ )

(3) Proposed Budget 1eccommendation
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Ten Largest Taxpayers (1)

Name of Taxpaver

I'reescale Semiconductot Inc (2)
Dell Computer Cotporation
TBM Corporation
Southwestern Bell Telephone Company
Spanston LLC (3)
Apphed Materials Inc
Cousins Properties Fexas LP
"T'eaas-Sixth Sneet [.P
Raver Place Pome 1P
Simon Property Group

TOTAL

Natute of Property

January 1, 2007

Laxable Assessed Valuation

% of Total Taxable
Assessed Valuanon

Manufactuting
Manufactuning
Manufactuiing
Telephone Unlitv
Manufacturing
Manufactutmg
Real BEstare

Real listate

Real Hstate
Commetcial

$ 438,041,518
363,424,049
261,627,563
202,135,590
172,450,299
150,684,058
147,389,000
126,685,780
109,472,921
106,571,158

$2.078,481,930

073%
0 60%
043%
034%
029%
025%
0 24%
021%
018%
018%

1
[1]}

¢{1) ‘laxable property valuations for the ren largest taxpayers fiom the July 2007 cetified tax 10ll are lower than last yem
as a result of & 1eporting change in peisonal property from appraised last year to taxable this year Last year’s values
for personal propetty include the Freeport tax exemption Five of the compames tepresent compurer technology

manufacturers

(2) T'he Motoreola Corporation 1s now [freescale Semiconductor Inc
(3) ‘The Advanced Micro Devices corporation 1s now Spansion 1.1.C

Soutce Tiavis Central Apprasal District

Property Tax Rate Distnbution

Fiscal Year Linded September 30

2003 2004 2005 (1) 2006 2007 2008 (2)
Genetal Fund %2969 § 3236 § 2747 § 2841 $ 2620 $ 2620
Interest and Sinking Fund 1628 1692 1683 1589 1366 1366
Total Tax Rate $ 4597 % 4928 $ 4430 $ 4430 $ 3986 $ 3986

(1)  The Ciy approved a tax rate of $05065 which 15 the effective tax rate The total fux 1ate was amended and
teduced by 6 35¢ to the level shown as a tesult of the votets of I'ravis County (which includes the City) approving
i Mav 2004 the creaton of a new County wide hospital district, resulung mn public health services previously
provided by the City to be provided by the hospital distriet (see “DEBT INFORMATION — Estumated Direct and
Overlapping Funded Debt Payvable from Ad Valorem Taxes)

{2)  Proposed Budget recommendation

{Vhe remarnder of thic page is tntenttonally left blank |
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Tax Rate Limitation

All taxable property withmn the Cify 1s subject to the assessment, levy and collection by the City of a contnwng, direct
annual ad valorem tax sufficient to provide for the payment of puncipal of and intetest on all ad valoiem tax debt within
the mits prescubed by law  Arnicle X1, Secron 5, of the Texas Constitution 1s apphicable to the City, and limits 1ts
maximum ad valorem tax 1ate to $2 50 per §100 assessed valuation for all City purposes  The City opetates under a
Home Rule Charter which also linuts the City’s ad valotem tax rate to §2 50 per §100 assessed valuvation for all City
purposes  Withm such Chatter Limitation, the total rax wluch may be levied annually by the City for municipal general
operating purposcs may nrot exceed $1 00 per $100 assessed valuation

By each September 1 o as soon thereafter as practicable, the City Council adopts a tax rate per $100 taxable value fot
the upcommg fiscal year beginning October 1 "The fax rate conststs of two components (1) a 1ate for funding of
maintenance and operation expenditures, and (2) a 1ate for debt service

Under the Property Tax Code, the City Council 1s prolubited from adopung a tax 1ate that will result m ang increase in
total tax revenue ftom the preceding fiscal year unul 1t has held 4 public hearing on the proposed mcrease following
notice to the taxpayers

Each year the Ciy must calculare and publicize certain mformation concerning its proposed tax 1ate, includmg 1ts
“tollback tax rate” The rollback tax rate 15 the rate that will produce last year’s maintenance and operation fax levy
multiphied by 1 08 plus a 1ate that will produce the curtent year’s debt service, with such tates being adjusted to take into
account new exemptions and property additions to the tax 1ol If the adopted rate exceeds the rollback tax 1ate, the
qualified vorers of the City may petition the City Council to call an election to determune whether to reduce the tax rate
adopted for the City to the rollback tax rate

Reference 1s made to the Property Tax Code for defimtive requirements for the levy and collection of ad valorem taxes
and the calculation of the vanous defined tax rates

{The remaznder of thes page 15 intentionally left blank ]
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Estimated Direct and Overlapping Funded Debt Payable From Ad Valorem Taxes (As of 9-30-06) (in 000’s)

Expendttutes of the various taxing bodies within the tettstory of the City are pad out of ad valorem taxes levied by these
taxing bodies on properties within the City  These political raxing bodies aie independent of the City and may ncut
borigwings to finance their expendimies  laxcept for the amounts relanng fo the City, the City has not mdependently
veufied the accuracy or completeness of such mformation, and no person should 1ely upon such mformation as being
accurate or complete  Futthermore, certain of the entities hsted below may have 1ssued addittonal bonds since the date
stated above, and such entities may have progiams 1equinng the 1ssuance of substantial amounts of additional bonds the
amount of which cannot be determined  The following table 1eflects the estimated shate of overlapping funded debt of
these vartous taxing bodies

Total Estimated % Overlapping
Taxmg Jurisdiction Funded Debt Appheable (2) Funded Debt
Caty of Austin $847,735 (1) 100 00% § 847,735
Austin Independent School Distiict 521,727 78 95% 411,903
Tiavis County 166,020 71 00% 330,874
Round Rock Independent School District 322810 5 84% 18,852
Leander Independent School District 617,308 1 54% 9,507
Plugetville Tndependent School Distoct 255,760 4 38% 11,202
L.anes Tndependent School District 147,715 3 95% 5,835
Williamson County 523,620 4 07% 21,311
Del Valle Independent School District 101,595 273% 2,774
Manor Independent School District 75,600 175% 1,323
Austin Commumnity College 97,910 81 70% 79.992
North Austtn Mumicipal Unlity Distrier No 1 6,742 100 00% 6,742
Northwest Austn Muncipal Unliey Distriet No 1 14,083 100 Q0% 14,083
Northwest Travis County Road District No 3 4,230 100 00% 4.230
TOTAL DIRECT AND OVERLAPPING FUNDLD DEBT $1,766,363
Rauo of Direct and Overlapping I'unded Debt to Taxable Assessed Valuation (3) 337%
Per Captta Ovetlappmng Funded Debt (4) $2.473 08

{1 Excludes general oblipation debt tepotted n proptietary funds
{2y Source Taxing junsdicton

{3) Based on assessed valuaon of $52,349,642,297

{4) Based on 2006 estmated population of 714,237

On May 15, 2004, voters of Travis County (tn which the City 1s located) approved the creation of a countywade hospital
district, and authorized the hospital districr to levy an ad valotem tax at a rate not to exceed 23 cents per $100 assessed
valuagon It 15 anticipated that the hospital district will assume and fund health care factlites and setvices currently
provided by the City, and funded fiom ad valorem taxes assessed to residents of the City and Travis County  The City
reduced the ad valorem tax rate levied and assessed against propem' ownets of the City as a result of the creation of the
countywide hospiral district  See “TAX INFORMATION - Tax Rate, Levy and Collection History”  The Hospital
Dustrict approved the levy for rts 2004-2005 fiscal year of an ad valorem tax ratc of $0 0779

[The remacnder of thes page &5 nientronally ljt blank ]
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Authornized General Obhigation Bonds

Amounr

Date Amnount Previously Unssued

Purpose Authonred Authonsed Issued Balance
Brackenudge 2000 10-22-83 $ 50,000,000 $40,785 000 $ 9,215,000
Parks Improvements 09-08-84 9,975,000 9,648,000 327,000
Culnral Ats 01-19-85 20,285,000 14,890,000 5,395,000
Communications Facilines Equipment (1) 05-03-97 38,000,000 38,000,000 0
Street Improvcmcnts 11-07-00 150,000,000 105,000,060 45,000,000
Transpottaton { Prop 1} 11-07-06 103,100,000 10,000,000 03,100,000
Diamage Improvements (Prop 2) 11-07-06 145,000,000 37,000,000 108,000,000
Park Improvements (P1rop 3) 11-07-06 84,700,000 8,675,000 76,025,000
Cultural Atts (Prop 4) 11-07-006 31,500,000 0 31,500,000
Affordable Housing (Prop 5) 11-07-06 55,000,000 5,000,000 50,000,000
Cenrial Library (Prop 6) 11-07-06 90,000,000 0 90,000,000
Public Safety Faciuty (Prop 7) 11-07-06 58,100,000 21,850,000 36,250,000
TOTAL §835660,000 200848000  $544.812,000

(1} The Ciry 1ssued 324,420,000 of this total in Contractual Obhgations and theiefore applied the amount towaid the
authorized geneial obhiganon bonds toral

Anucipated Issuance of General Obhgation Bonds

The City does not anticiparte the ssuance of addiional geneial obligation boads before the fall of 2005 The Cuy will
continue to 1eview opportumities for 1efunding certamn previously 1ssued general obliganon bonds and assumed debt

Funded Debt Limitation

No direct funded delyt lmitaton 1s imposed on the City under current State law o1 the City’s ome Rule Charter
Aattcle X, Section 5, of the Texas Constrution 1s applicable o the City, and hmits 1ts maximum ad valorem tax rate to
$2 50 per $100 assessed valuaton for all City purposes  The City operates under a Home Rule Chaiter which adopts the
conststutional provisions and also contamns a hnitation that the total 1ax which may be levied annually by the City for
mumnicipal general operating purposes may not exceed $1 00 per $100 assessed valuation

FISCAL MANAGEMENT
The Capital Improvements Program Plan and Capital Budget

The Capital Improvement Plan 15 a five-vear list of capital mmpiovements and a corresponding spending plan for
financing these improvements It 15 developed through public mput and depaitment puonnzanon of needs  The
process mcludes neighborhood meeungs, depaitment 1equests, Budger Office assessment of 1equested projects, mnpur
from the Plannmg Commussion’s CIP Subcommuittee and other Boards and Commissions, and citizen mput from pubhe
hearings  Each year, the Planning Commission 1eviews the Capntal Impiovement Plan and submats a recommendanon
to the City Manage:r detaling specific projects to be included in the Capital Budget fo1 the next fiscal year

The Ciry Manager considers the Planmng Commission’s tecommended Plan to propose a Caputal Budger to the Ciry
Counctl  The Capral Budget contans requested appropranions for new projects, additonal appropmations {or
previously approved projects and any requests 1o tevise prior year appropriattons  Unlike the Operating Budget, which
authonzes expenditures for only one fiscal year, Capiral Budger appropranons ate mulu-year, lastng untl the project 1s
complete or until changed by the Citv Council

The City Council 1eviews the Capital Budget, holds public hearmgs to gather final citizen mput and establishes the
amount of tevenue and general obligation bonds to sell to fund capital improvements
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2007-2008 Capital Budget

The 2007-2008 five-yeat Capttal Improvement Program {CEP) plan was teviewed by the Plannmg Commussion, the Bond
Oversight Commuttee and othet boatds and commissions  Public mput was tecewved at 4 public heanng held by the
Planning Commussion and the Bond Oversight Commutice  The plan estunates city-wide capatal spending m 2007-2008
of $663 2 mullton m enterpuise funds and $180 8 millen m general povernment funds

The first vear of the five-year plan was used to detetmine the new approptiations required for mclustion m the 2007-08
Caprtal Budget Total new proposed appropitation for General Government CIP Funds 15 §160 6 mullion and total new

proposed apptopnation for linterpuse CIP Funds 1+ $717 6 aullion  Appropuation by depactment ts hsted bhelow

Summary of 2007-2008 Proposed Caprtal Budget (nullions)

Austin Energy 234006
Aviation 252
Austn Waret Unlity 283 4
Convennon Center 49
Solid Waste Services 45 4
Watershed Protection _ 181

Enterpnse Appropriations §7176
Commumncations & T echnology Management 308
Emergency Medical Services 8
Financal & Administiative Services 216
Fue 01
Health & Human Services 32
Fleet 10
Librany 12
Netghborhood Housmg & Community Development 102
Neighborhood Planning & Zoning 8
Parks & Recteation 308
Police 20
Public Woiks 44 0
Waietshed Protection 201
Geneial Government Appropriations 81606
IOTAL PROPOSED NEW APPROPRIATIONS 3878.2

Operating Budget

The City’s Home Rule Chaiter and Texas law 1equue the Ciry Manager to prepare and submat to the City Council 2
halanced budget consisting of an estimate of the revenues and expenditures i the budget penod and the undesignared
General Fund balance avatlable for 1cappropriation  The budget process n the City normally commences with all
department heads submuttng to the Chief Financial Offices of the Cry a detatled estnmate of the approprianons required
for their respective departments dunng the next fiscal yemw  he Chief Financial Officer of the Ciry, m turn, forwards
these estimates to the Cry Manager who submuts them to the Mayor and Cuy Council for thetr consideranon and
approval

In June 1989, the City Counail approved Fmancial Management Policies, which wete last amended for the 2005-2006
proposed budget  Among other ttems, these policies 1equate that a General Fund Emeigency Reserve Fund of at least
$40,000,000 shall be budgeted Addiionally, a Genetal Fund Contngency Reserve Jfund of 1% of toral budgeted
departmental expenditures, but nor less than $2,000,000, and a General l'und Reserve for Budget Stabilizanon shall be
budgeted annually At the end of cach fiscal yea, any escess revenue recetved 1o that year and any unspent
approprations at the end of that year wall he deposited mto Genetal Fund Reserve for Budger Stabilization The Budget
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Stabilization Reserve will then be avatlable for appropuaton fo1 one-tume expenditures such as capttal equipment but no
mote than one-third of the reserve will notmally be apptopuated mn any one yeal

2007-2008 Budget (Amounts ate in thousands)
The 2007-2008 operating budget was presented on July 26, 2007, and was prepared i accotdance with gudelmes

provided by the City Council The proposed budger mcludes a tas rate of §0 4034 per $100 assessed valuarion  The
following 18 2 summary of the proposed 2007-2008 Genetal Fund Budget

Beginning Balance, October 1, 2007 (Budget Basis) (000°s omitted) 5 0
Summary of Budgeted General Fund Resources
Revenue
General Property Taxes $186,180
City Sales Tax 164,723
Othet Taxes 5,247
Gross Recerpts/Fianchise Fees 32,189
Miscellancous 83,194
T'otal Revenue $471,533
Transfers In
Electric Laght and Power System § 91,000
Watet and Wastewater System 25,480
Other Tiansfers 5.000
Total Tiansfets In §121.480
Total General Fund Resoutces $593.013

Summary of Budgeted Geneial Fund Requirements

Departmental Approprations

Admunsstranve Services § 11572

Urban Growth Management 21,074

Public Safety 385,520

Public Works 325

Public Health and Human Setvices 35,809

Public Recreation and Culture 59,328
Total Departmental Approprations $513.628
Transfers Out

Suppott Services Fund $ 25,162

Other Funds 42,598
Total Transfers Qut § 67,760
Other Requirements $ 11,604
Total General Fund Requirements $592,992
Use of Beginning Balance b3 0
Ending Balance 3 0
One-Time Retrement Increase — 1% $ 1,121
One-Time Cnncal Equipment $ 16,644
Transfer to/from Budget Stabilization Reseive $(17,744)
Adjusted Ending Balance § 0
Budgeted Reserve Requiremncnts

Emeigency Reserve § 40,000

Contingency Reserve 5,737

Budget Stabiltsation Reserve Fund 247728
Toral Budgeted Rescrve Requirements $70.465
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Deficit Budgeting
The City 1s batted by Texas law and the City’s Chatter from deficit budgeung
Accounting System

The City’s accounting records for general govetnmental opetations ae muntaned on a modified accrual basts, with the
revenue bemng recorded when avalable and measutable and expendstuies bemg recorded when the services o1 goods are
recetved and the labilities ate mcuired  Accounting records for the City’s enterpuse and inteinal service funds are
matntained on an accrual basts

Arttcle V11, Section 15 of the Ciny’s Charter 1equnes an anmual audu of all accounts of the City by an mdependent
certified public accountant  ‘Tlus charter requirenient has been complied with and the accountant’s repott 15 included
herein

Short—Ternn Borrowing

Puisuant to Sccnon 1431, VT C A Government Code, the City has the authouty to conduct shoit-team bottowings to
provude for the payment of curtent expenses, through the 1ssuance of antcipation notes  Such notes must mature before
the first anmversary of the date the Artorney Genetal approves the anficpation notes

GASB Statement No. 34

In June 1999, the Govetnmental Accounting Standards Board ("GASB”) 1ssued Statement No 34, “Basic Financial
Statementis and Management’s Discussion and Analysts for State and Local Governments” (*GASB 347y The olyective
of GASB 34 1s to enhance the clanty and usefulness of the general puipose external financmal 1eports of state and local
goveinments to ts citizenty, legislative and oversight bodtes, and investors and creditors The City adapted GASB 34 as
of Cctober 1, 2001 While the adoption of GASB 34 altered the piesentation of the Cuy’s financial mfoumanon, City
staff does not believe that adopton of GASB 34 will have any materal adverse impact on the City’s financial position,
tesults of operanon or cash flows See APPENDIXN B — Excerpts from the Annual Financtal Repott

INVESTMENTS

"The City invests 1ts avatlable funds in investments authonzed by Texas Law and in accotdance with mvestment policies
apptoved by the Cuy Counal  Both State law and the City’s mmvestment policies are subject to change

Legal Investments

Under Teans law, the Ciry 15 authonzed to mvest i (1) obligatons of the United States or its agencies and
mstrumentahties, mcluding lerters of credir, (2) duect obliganons of the Stte of Teaas or its agencies and
msirumentatities, (3} collaterahzed mottgage obhigations directly 1ssued by a federal agency ou instrumentality of the
United States, the undetlymg sccurtty for which v guatanteed by an agency ot mstrumentality of the United States, (4)
other obligations, the pnncpal and mterest of which ate guarantecd ot wnsuted by or backed by the full faich and credit
of, the State of Texas or the United States o1 thetr respective agencies and mstrumentalines, (5) obligations of states,
agencies, counues, cues, and other poliical subdivisions of any state rated as to wvestment quality by a natonally
recognized mvestment rating flim not less than A o1 1ts equivalent, {6) bonds 1ssued, assumed o1 graranteed by the State
of Isiael, (7) certificates of deposit meeting the requirements of the T'exas Public Funds Investment Act {Chaprer 2256,
Texas Government Code, the “PIFIA™) that aie sssued by or thiough an mstitution that cither has tts main office o1 a
branch tn Tewas and are guarantced or mnsuted by the Fedetal Depostt Insurance Cotporation or the National Creds
Unton Shate Insurance Fund, or are secuted #s to principal by obligations described in clauses (1) through (6) ot 1n any
other mannet and amount provided by law for City deposuts, (8) fully collatetalized repurchase agreements that have a
defined termunaton date, are fully secured by obligations desertbed 1 clause (1), and aie placed through a primary
government sccurtties dealer o1 a financual msntunon dowing business in the State of Texas, {9 certain bankeis’
acceptances with the temaining revm of 270 days or less, 1f the shott-term obligations of the accepting bank or 1ts parent
arc tated at least A-1 o1 P-1 o1 the equuvalent by at least one nanonally 1ecognized credit rating agency, (1) commercial
papet with a srated matunty of 270 days or less thar ts 1ated at least A-1 or P-1 o1 the equivalent by etther (a) two



nattonally recognized credit 1ating agencies o1 (b) one navonally 1ecognized ciedit 1ating agency af the paper ss fully
secuted by an wievocable letter of credut ssued by a US ot state bank, (11) no-load monev matker mutual funds
registered with and regulated by the Secunnes and Exchange Commission that have a dollat weighted average stated
matunty of 90 days o1 less and include 1n thei vestnent objectives the mamtenance of a stable net asset value of $1
for cach shate, (12) no-load mutual funds registered with the Secutities and lixchange Commission that have an average
weighted matanty of less than two veats, mvest exclusively m obligations described i the this paragraph, and are
continuously 1ated as to mvestment quality by at least one nanonally recognized mvestment ratng firm of not less than
AAA o1 ns cquvalent, and {13) local government mvestment pools organized m accordance with the Inteilocal
Cooperation Act (Chaptet 791, Texas Govewnment Act) ay amended, whose assets consist exclusively of the obligations
that ate described above A public funds mvestment pool must be continuously ranked no lower than AAA, AAA-m ot
at an cyuwivalent 1ating by at least one natonally 1ecognized 1ating setvice The City may also mvest bond proceeds m
guatanteed mvestment contracts that have a defined tetmination date and ase secured by obligatons of the United States
or 1t agencies and mstrumentalities 1 an amount at least equal to the amount of bond proceeds mvested under such
conftact, othet than the prohibted obligations described helow

Political subdivisions such as the City may enter into sccuntses lendmp progiams 1f (1) the secunties loaned under the
progiam ate 100% collateralized, a loan made under the program allows for termiatton at any ume and a loan made
undet the progsam ts ewther secured by {a) obbganons that me desaubed wn clauses (1) thiough (6) above, (b) urevocable
letters of ciedit 1ssued by a state or nattonal bank that 1s conunuously tated by 2 natonally tecognzed mvestment 1anng
fitm at not less than A ot 1ts equivalent or (¢) cash mvested m obhgations described 1 clauses (1) through (6} above,
clauses (10) through (12} above, or an anthoused nvestment pool, (1) secuntes held as collateral under a loan are
pledged 1o the Catv, held in the Cinv's name and depostied at the nme the mvestment 1s made with the City ot a thud
paity designated by the City, {u1) a loan made undet the program s placed through erther a pumary government
sccutities dealer or a financral instittution doing business 1n the State of Teaas, and (1v) the agrecment to lend secunties
has o term of one jeat or less

Lffectve September 1, 2005, the City, as the owner of a municipal electric utility that 15 engaged v the sale of clectue
encigy to the public, may invest funds held 1n a “decommissioning trust” (a trust created to provide the Nuclear
Regulatory Commission assurance that funds will be available for decommussioning purposes as tequired under 10
C TR Part 50 ot other simular regulation) in any wvestment authotzed by Subntle B, Title 9, l'exas Property Code
{commonly referied to as the “Texas Trust Code”)  The Texas Tiust Code provides that a trustee shall mvest and
manage ttust assets as a prudent mvestor would, by constdenmg the purposes, terms, distritbution requuements, and
othet eucumstrances of the trust  In sausfying this standard, the trustee shall exercise 1easonable cate, skill and caution

See “CUSTOMUER RATES — Energy Rask Management”

The Ciry may also contract with an investment management fiim 1egistered undes the Investment Advisor Acr of 1940
(15 USC Sccrion 80b 1 et seq) or with the State Secunties Board ro provide for the investment and management of its
public funds or othesr funds unde1 its contzol for a term of up to two years, bur the City retains ultimate 1esponsibility as
fiduciary of 1ts assets

The Ciry ts speatfically prohibried from mvestung in (1) obligattons whose payment represents the coupon payments on
the outstanding principal batance of the underlving mottgage-backed secunty collateral and pays no puncipal, (2)
obligations whose payment represents the principal siream of cash flow from the underlying morrgage-hacked secung
and beats no nterest, (3) collateralized mortgage obligauons that have a stated final matunte of greater than 10 veus,
and (4) collateralized morttgage obligations the intetest tare of which s determined by an mdex that adjusts oppostte to
the changes in 4 market index

Investment Policies

Under Stare faw, the City 18 required to invest ity funds under wistten mvestment polictes that pumanly emphasize safety
of punapal and lqudsty, that address investment diverstfication, yield and maraty, and also thar address the qualiy and
capability of investment personnel  The policy mcludes 1 Iist of authottzed nvestments for City funds, masimum
allowable stated matunty of any individual investment and the maximum average dollar weighted matumy allowed for
pooled fund groups All Citv funds must be invested conststent with a formally adopted “Investment Strategy
Statement” thar specifically addresses each funds” mvestment  Each Investment Strategy Statement must desertbe the
mvestment objectives for the parncular fund using the following prionties (1) swtability of mvestment npe, (2)



preservation and safety of prnapal, (3) hqudiry, (4} marketability of each investment, (3) diversification of the pottfoho,
and (6) yiekd

Under State law, City investments must be made “wath judgment and caie, under prevailling eincumstances, that a person
of prudence, discretton and mtelbgence would exercise 1 the management of that peison’s own affairs, not for
speculation, but fot mvestment, considenng the probable safeiy of capital and the probable income ro be denived 7 At
least quattetly, the investment officers of the Cirv shall submut an investment 1epott detating (1) the mvestment position
of the Cuy, (2) thar all investment officers jointly prepared and signed the 1eport, (3) the begimning marker value, any
additions and changes to matket value and the ending value of each pooled fund group, () the book value and maiket
ralue of each sepatately listed asset at the beging and ead of the weporting penod, (5) the maturiy date of cach
separately mvested asset, (6) the account ot fund o1 pooled fund group for which cach mdividual mvestment was
acquired, and (7) the comphance of the mvestment portfolio as 1t telates to (a) adopted mvestment strategy statements
and (b} State law  No person may invest City funds without expiess wittien anthewty of the City Counc or the Clief
Financal Officer

Additonal Provisions

Under Texas law, the City 15 addmonally tequited to (1) annually review its adopted polictes and strategtes, (2) requue
any mvestment officets with personal business relationships or relattves with fiims secking to sell secuntees to the Cuy to
diselose the 1elationship and file a statement wath the “T'exas Ethies Commigssion and the City Counci, {3) requue the
registered tepresentative of firms seeking to sell secunties to the Ciny 1o {a) teceve and teview the Ciy’s mvestment
policy, (b) acknowledge that reasonable conttols and procedutes have been mplemented to preclude imprudent
mvestment activities, and (¢} deliver a witten statement attesung to these 1equirements, (4) peiform an annual audit of
the management controls on mvestments and adherence to the Cinv’s investment policy, and (5) provide speafic
mnvestment tamning for the Chief Financial Officer, Treasurer and Investment Officets

Current Investments

As of Decembet 31, 2007, the City’s investable funds were invested m the following categories

Type of Investment Percentage
U S Treasunes 10 95%
U 5 Agencies 57 39%
Aoney Market Funds 124%
Local Goveainment Tnvestment Pools 30 42%

‘The dollar wesghted average matunty for the combmed City nvestment portfolios 1s 511 days  The City prices the
portfolios weekly unlizing a market pricing service

[The remarnder of thus page 11 intentionally feft blank ]



GENERAL FUND REVENUES AND EXPENDITURES AND CHANGES IN FUND BALANCE

{in 000's)

Fiscal Year Ended September 30

2002 2003 2004 2005 2006

Revenues
Taxes (1) $262,190 §264,511 $277.774 $264,786 $204 344
I'ranchise Fees 29,589 28,962 32,964 28,973 30,677
Iines, IForfertuies and Penalties 17,704 16,966 16,976 17,529 18,832
Licenses, Permuts and Inspeciions 14,670 14,737 15317 17,399 22131
Chages for Services 15,579 15,403 15,365 23,064 24,453
Intetest artd Other 6,028 19,815 19168 10,691 15,882
Total Revenues $345,760 $360,394 3377764 $362,442 $406,319
LExpenditutes
Administration § 9,282 $ 8,900 § 8,199 $ 8,699 $ 9018
Uthan Growth Management 10,882 11,638 10,246 15,205 16,701
Public Safety 237590 254 684 262086 296,335 323,006
IPublic Services and Utilities 9,191 9,380 8,669 473 262
Public Health 43,655 46,061 15,728 26,715 29,824
Public Recreation and Cultmie 46,696 45193 43,255 45,145 47,599
Soctal Services Management 10,448 9,985 9,579 0 0]
Nondepattmental Expenditutes 62,493 47,029 46,983 52,044 54 494
Total Expenditures §430,237 $432,879 S404,745 S 616 $480,904
Lixcess (Deficiency) of Revenues

Over Expenditures Befoie Othet

Financing Sources (Uses) $(84,477) $ (72,485) $ (26,981) § (82,174 $ (74,585
Other Financing Sources {(Uses)
Caprtal 1 eases $ 0 % 785 $ 634 $ 932 $ 0
Tiansfers frtom Other Funds 137,084 92,417 95,894 04,451 97,658
Transfers to Other Funds [9,424) {21,129 {48,766) {14.154) (16.611)
Net Other Financing Sources $127,660 $ 72,073 $ 47,762 § 81,229 $ 81,047
Excess (Deficiency) of Toral

Revenues and Other Services

Over Eapenditures and Other

Uses $ 43,183 § (12 $ 20,781 § (945 § 6,462
Restdual Equity Transfer In (Our) 0 0 0 0 0
Special Item — Hospital Distrier Reserve 0 0 {7,700} ] 0
Fund Balances at Beginning of Year 50,435 (2) 93,618 93,206 106,287 105,342
Fund Balances at Ind of Yem 3§ 93618 §_03.200 $106,287 $105,342 § 804

(1) Consists of propetty, sales and mixed drnks rax
(2) Begmnning fund balance adjusted for implementation of new accounting principle

{1he remarnder of this page v wnfentionally foft blank ]
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CERTAIN GENERAL FUND RECEIPTS OTHER THAN AD VALOREM TAXES

Municipal Sales Tax

Fiscal Yeat Pet Capita {(mn 000’s) % of

Ended 9-30 Sales and Use Tan Sales and Usc Tax Ad Valorem Tax Levy
1998 $160 44 $ 97,581 65 72%
1999 172 539 106,839 64 01%
2000 194 31 122,157 68 16%
2001 186 23 123,218 63 80%
2002 17203 115,441 52 35%
2003 16370 110,454 47 34%
2004 173 44 117,725 48 79%
2005 177 64 123,617 56 14%
2006 196 14 138,860 59 81%
2007 (1 209 10 150,603 62 76%
2008 (2 209 10 150,663 62 76%

{1) Estmate
{2) Esumare used m FY 2008 Proposed Budget

Transfers From Uulty Funds

The City owns and operates a Waterworks and Wastewater System and an Electuie Light and Power System, the financaal
operations of which are accounted for m the Unluy Funds  Transfers from the Utthty Funds to the General I'und have
lustorcally provided a sigmificant percentage of the 1cceipts for operation of the Genetal Fund  The following sets forth
the amount of such transfers

Fiscal Year (in GOO’s) % of General

Ended 9-30 Tiansfers  Fund Requuements
1998 72,721 23 4%
1999 74,204 21 7%
2000 78,352 21 5%
200 85,824 217
2002 88,924 21 7%
2003 92,417 203%
2004 95,894 21 1%
2005 94,116 209%
2006 97,658 20 3%
2007 (1) 106,470 20 3%
2008 (2) 106,470 20 3%

(1) Estunate
(2) LEstmate used in I7Y 2008 Proposed Budget
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ENTERPRISE FUNDS
Statement of Revenues, Expenses and Changes in Fund Net Assets

The FEnterpiise Funds account for the actrvittes of the City wlhich rendet services on a user charge basts to the gencial
public  Set foith on pages B-28 and B-29 of APPENDIN B, attached hereto, 1s a condensed summary of the revenues,
espenses, transfers and retaned eatnngs of the Ciy’s entetprase funds for the year ended September 30, 2006

THE SYSTEMS

The City owns and operates an Electric Utility System (also 1efeired to heiem as “Austn Energy™) and a Water and
Wastewatet System (also referred to herem as the “Warer and Wastewater Unlity”) wlich provide the City, adjomung
areas of I'ravis County and certamn adjacent aieas of Willamson County with electnic, water and wastewater services
The Cny owns all the facthnes of the Water and Wastewater System  The City jomtly participates with other electric
uttlittes 1n the ownership of coal-fired electric generation facilities and a nuclear powered electric generation facilify
Addinonally, the City imdividually owns gas/oil-fired elecne genetanon factlinies, which are avadable to meer system
demand  The Electuie Utility System had approxmmarely 1,566 full-nime 1egular employees as of September 30, 2007
The Water and Wasrewater System had approsimately 1,033 full-ume 1egular emplovees as of the same date

RESPONSE TO COMPETITION
Austin Climate Protection Plan

On February 7, 2007, Ausun Mayor Will Wynn piesented an aggiessive plan o addiess global warnming fiom a Cuy
peispective  The Austm Chmate Protection Plan 1s intended to ehminzte carbon dioside enussions from wvirmally all
muricipal activities by the year 2020 This includes poweitng all Cuy facilines with 100% renewable energy by 2012,
converting the entne aty fleet of vehicles to altetnanve fuels and clectric power by 2020, and tmplementing greenhouse
gas reducnon plans i every Cuy department  The Plan calls for Ausnn Energy to aggressively ramp up tts clean eneigy
progiams, achicving 700 megawatts of new conservation and efficiency savings and having 30 percent of 1ts eneigy
needs come from icnewable resources by 2020 Ir also calls for makmg all new single-family homes zeio net-energy
capable by 2015 and increasing effictency m all new commercial buildings by 75 percent in the same period  This plan
was adopted by Crty Couneil on February 15, 2007 In response Austin Energy’s Stuategic Plan will be tevised to reflect
these new goals

Strategic Plan

In December 2003, the City Counctl appioved a strategie plan for Austn Energy ‘The plan identified thiee strategies to
postiion Austin knergy fot conunued success

First, an overatching Risk Management Stuategy guides Austin Energy to carefully manage 1ts exposure when consideung
future coutses of action  ‘This approach allows .\ustin Energy to piepate for futuie options without prematutely
investing and altows for mote information to become known before major commuments are made

Second, a suategy to provide Excellens Customer Service postttons Austin Energy to compete 1n the 1apidly changing
energy industty  Under rhus strategy Austn Energy intends to buld employee and customer satisfaction so that it 1s
posttioned for compettion o1 regulation in the future

Third, an Energy Resource strategy ditects Austin Encigy to fiist seck cost-cffective 1encwable enetgy and conservation
solutions to meet customers’ new cnergy necds befoie resorting to tadittonal fossi] fuel souices  In keeping wath the
usk management approach, Austin Encagy mtends not to prematurely commir fo unproven technologies, however,
Austin Eneigy mtends to putsue a leading-edge posiion that will allow Austin Eneigy to readily wlenafy, evaluate and
deploy emerging rencwable technologies

Five objectives wete 1dentfied ro support the strategies including

—  Muntan Financial Integrry - Austin Enetgy’s goal s to achueve an “AA” (Standard & Poor’s) Credit Raung by 2010
on 1ts sepatate lien tevenue bonds  Ausnn knergy provides a teruin to 1ts citizen owners tn the form of financial
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suppott fo1 local government

Cireate and Sustain Feonomic Development - Austn Energy will create and sustain econonue development by
providing contract opportumties for local businesses, atftacting new busmesses, and suppotting the development of
a clean energy industry  Austun Energy’s goal 1s to exceed the City’s M/WBE goals by 2008

Customer Satsfactuon - Austin Enetgy will develop a better understandimg of its customers by monttonng mdicarors
and conducting customes surveys Austin Hneigy’s target 1s a customet satisfaction score of 83/100 by 2010

Addmonally, Austn Energy undeistands the hnk between customer sansfaction and employee sausfaction, and
mcludes an Employee Sansfaction goal in this strategy  Austin Eneigy will prepate 1ts employees to work
successfully 1n a competitive environment by providing the skill development and mformation necessaty ro make
mfoimed business decisions  Austin Eneigy targets an employee satsfaction mndex showing a 10% unpiovement in
positive responses on the City’s Listening ro the Wotkfoice Suivey by 2010

Excepronal System Rehability - Austin Encigy will putsue best operating and maintenance practices for s unlhiry
assets powet plants fo ensure umt availalihty and ehabulity  Austin Bnergy will target speafic menies to 1educe the
frequency (SAIFL) and duratton (SAIDI) of power outages

~—  SAIFI {system avetage mterruption ficquency mdex) = 0 8 mtettuptions per year

= SAIDI (system average mtetruption duration index) = 60 mmutes per yea

Renewable Portfolio Standard - Austn Energy mitends 10 conunue its mationally recogmzed 1enewable 1esoutces
and Gieen Bulding progiams By 2020, Austm Enetgy will own ot have conrracts for a Renewable Portfohio equal
to 20% of 1ts sales, as well as 15% mncrease n demand side management impacts  Austin Energy will demonskiate
its commirment o solat energy by implementing a Solai Rebate Piogiam and conducting a study to detetmine the
compiehensive value of solar energy

[The remander of this page ¢ intentionally left blank ]
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Financial Policies

With mcteasng competton m the electiic unbity mdustnn due to regulatory and matket changes, Austin Eneigy continues to
mamtam strong financial policies aimed av keeping financial integiity wiile allowtng for flexibility should the market change
Some of the more significant financial pohicies adopted by Ciy Counail duting the budget process aie

~  Cunent revenue, wlnch does not include the beginnung balance, will be sufficient to suppott curtent expenditutes
(defined as “stiuctural balunce™) However, if projected 1evenue m furure years 1s not sufficient to support projected
1equuements, ending balance may be budgeted to achieve structuial balance

— A fund named Strategic Reserve Fund shall be created and established, 1eplacing the Debt Management Fund Te
will have three components

—  An Emeigency Reserve with a muumum of 60 days of operating cash
—  Up to a maximum of 60 days additional operating cash set aside as a Contingency Reseive
—  Any addinonal funds over the maximum 120 days of operating cash may be set astde in a Competitve Reserve

—  The Emeigency Reserve shall only be used as a last resort fo provide fundimg in the event of an unanticipated or
unfoteseen exttaordimary need of an emetpency natwe, such as costs elated to a natural disaster, emergency or
uneapected costs created by Federal o1 State legislanon The Emetgeney Reserve shall be used only after the
Contmgency Resetve has been exhausted The Contngency Rescrve shall be used for unanticipated or unforeseen
cvents that reduce 1evenue o1 mciease obligations such as extended unplanned plant outages, mswance deducnbles,
uneapected costs created by Fedeia] or State legislation, and hquidity support for unexpected changes m fuel costs
or putchased power which sralnbize fuel rates for our customers In the event any poinon of the Contingency
Reserve 1s used, the balance will be 1eplensshed to the taigeted amount within two (2) years The Competive
Reserve may Le used 10 improve the strategic posinon of Austin Eneigy cluding, but not hmitted to, funding
capital needs 1n heu of debt ssuance, 1eduction of outstanding debr, rare 1educnons, acqusiions of new products
and services, and new technologies  Funding may be provided from net revenue avadable after meeting the General
Fund Tiansfer {descubed below), capital investment {equity contubutons from cutent revenue}, Repar and
Replacement Fund, and 45 days of working capital

—  The General Fund Transfer shall not exceed 12% of Austn Energy’s three-yem average 1evenues, calculated using
the current year estmate and the previous two vears” aciual revenues from the Cuy’s Compichensive Annual
Financtal Report  {Actual percentage has been 9 1% for the last 8 vears, with the exception of 2002 ar 8 9%)

— A decommussioning trust shall be established external to the City to hold the proceeds for moneys collected for the
purpose of decommussionng the STP An external mnvestment manager may be hited to admister the trust
wvestments  Sce “INVESTMENTS — Legal Investments”

— A Non-Nuclear Plant Decommussioning Fund shall be established to fund plant retirement The amount ser aside
will be based on a decommissioning study of the plant site Fundimg will be set aside over 1 mintmum of four {4)
years prior to the expected plant closure

A complete hsung of Austin Enetgy’s financial polces can be found ar hitp //www et gustin i us/hudget/07-

08/downloads/pb0708suppost pdf

Real Estate Taxes

Ausiin Energy pays no real property taxes on facilites inside or outside the City, not payments 1n lieu of taxes with
respect to Austin Energy

CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY
Rate Regulation

The Ciny's 1ates, except for wholesale transmussion, are regulated by the City Council  Ratepayers can appeal rate
changes to the PUCT undet secton 33 101 of the PURA by the filng of a penton wrth the PUCT contunmng the
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tequstie number of valid signatutes from ressdenual ratepayers who take seivice outside the Cify s Tesas coutts
have held thar the PUCT may apply the same ratemaking standaids to the City as are apphied 10 utithties over which the
PUCT has otiginal jutisdiction

Section 35 004 of PURA requutes the Ciry 1o prowmde rransmission service at wholesale 1o another wilny, a quabifying
facility, an exempt wholesale generatot, a power matketer, power genetation company, o1 a tetail clectie provider
Section 35 004 of PURA 1equnes the Ciry to provide wholesale setvices at rates, tetms of access, and condmmons that ate
not unieasonably pieferenual, prejudicial, disctminatory, predatory, o1 ant-competittve

An Independent System Operator (“ISO”) was estabhished for ERCOT as a pait of the wles that were adopied by the
PUCT 1o open access to the wholesale electiic matker m Texas and was approved by the PUCT on August 21, 1996
The ISO recerved approval on May 5, 2000, of 115 certtficatton under Senate Ball 7, adopted by the Texas legislaome and
stgned mto law in 1999 (“SB7")  [he 18O’s responsibibines as detatled m SB 7 are to (1) ensure nondiscimmarory access
to the LRCOT nansmussion system, (2) ensure the 1elability and adequacy of the ERCOT nerwoik, (3) ensuie timely
and accurate customer switching, and (4) ensure the accuracy of accounts among wholesale buyers and sellers  Austin
Eneigy 1s a member of ERCOT, and Austin Eneigy staff ate very acuve patbapants in the LRCOT stakeholder process

SB 7 amended PURA to provide for retal detegulation of the elecnic utility mdustiy n Texas  SB 7 opened 1erul
compettion for Investor Owned Utdities (“lOUs”) beginning January 1, 2002 5B 7 allowed local authonities to choose
when to brng retal compettion to therr Mumcpally Owned Unboes (“MOU”), and leaves key municipal utdiry
decistons (like local rate setting and utihty policies) i the hands of those who have a stake i the local communuy  Once
a resolution to “opt m” for 1etml competition 15 adopred by the mumcipal utliy’s governing body, the deciston 1s
nrevocable

General Market Framework Beginning on Januany 1, 2002, 10Us were 1equned 1o unbundle then segulated (wires)
operations from then compettive operattons  There 1s a stiong 130 established with responsibility over the opetations
and planning for the ERCOT bulk electuc system  The PUCT has established clear and enforceable matket power
protections no utlity can conriol more than 20% of ERCOT generation and wholesale maiket paincipants must follow
a detatled code of conduct Staiting on January 1, 2002, a “Price-to-Beat” for the mcumbent IOU rates includes a 6%
reduction through 2007 or until 40% of 10U residenual and small commecial customets choose a new suppher 10Us
may adyust the Price to Beat rwice annually to account for incieases 1n the cost of natwal gas

MOUs That Do Not Choose Retad Competition

—  Thete 15 no retail choice for MOU customers MOU cannot sell at 1etal outside 165 aten

- Cuflcﬂ' I‘eglllat(}r}' SCllCmE continues
—  Continued MOU access to buy and sell power m the wholesale mmket

AMOUs Choosing Retaill Competition On o1 After January 1, 2002
(City councils or governing hoards make an affirmanve choce to bring retall compennon to their MOU)

— Retal compettors can sell “generanon” to MOU customers  MOU provides “wires” access 1o 1ts distrbutton
sysfem for Retail Electnic Piovidess, other MOUs and Electric Cooperatives  MOU has an “obliganon to connect”
and provides wire services and local reliabibity  Wires are not subject to compenition

—  MOU can sell ar retail outside 1ts service area, per prevaling market 1ules

MOU Local Control Pieserved

—  Exclusive MOU junsdicnon to set local distbution and other rates  lLocal whes services and rates teman in
exclusive unsdicuon of the MOU

— TFocal determmation of the suanded investment amount and recovery mechaniem

—  MQUs are not requued to unbundle {structurally sepaiate functions)

—  Local authounes detetmine and provide customer services and proiections

—  Local conirol of MOU power 1csource acquisinon

- Customers in multt-ceitsfied areas cannot switch wires companies to avord stianded investment chaiges
—  Secunnration 1s avallable 1o NMOUs

—  MOU rerains metering
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Partcipation By MOU In Maikets Qutside Tts Area After Choosing Retall Competition

—  Linuted PUCT pnsdiction over teims and conditions for access, not 1ates

—  Sulyect to matker powet hmits and PUCT customet ~afeguard code of conduct

Othes Key MOU Piovisions

— Exmsting connacts are preserved  Tav-esempt status s preserved  AMOU “compennveness piovisions” were
mchded 1 SB 7 to “level” the field for MOUs when piepanng for competiion mcluding 1elaxation of open
meetings/1ccords and puichasing provisions No mandated MOU rare 1eductions

—  The Cuty has not vet made a decivon whether to “opt m” for retail competition or not, and the City cannot predict
the shott term o1 long texm mmpact on the Electie Utihity System o1 11s tevenues resulung from a deasion to “opt
i o1 not, o1 resulting from the deregulation process in genceial

State Wholesale Market Design Developments

In the summer of 2002, the PUCT 1utiated an investuganon to convert the wholesale market i the ERCO'T 1egion from
a zonal-based market design to a nodal maiker design - On September 22, 2003, the PUCT adopted a tule 1equiring that
ERCOT use a stakeholder process 1o develop 4 nodal muket design The PUCTs purpose 1n ordeung the change 1s o
promote cconomic effictiency m the production and consumption of clectuerty, support wholesale and retal
competiion, suppott the rehability of electuc service, and reflect the physical 1ealites of the ERCOT electrie system
The key components of the nodal matker as ordered by the PUCT include  conunued reliance on bilareral markets fos
energy and ancillary services, establishment of a day-ahead energy marker, resouice-spectfic bid curves for energy and
ancidlary services, congestion pricing incorporating direct assignment of all congestion tents to wesources causing the
congestion, tradable congestion tevenue nghts (“CRRs”) made available thiough auctions, nodal energy prices for
resources, encrgy trading hubs, and sonal eneigy prices for load settlement

On September 23, 2005, ERCOT filed with the PUCT 1he nodal marker Protocols developed thiough the ERCOT
stakeholder piocess The nodal Piotocols mncotpoiate specific provistons that will allow Ausun Encigy to hedge
congestion sk m the new maiket For 1ts generation resources in opetauon priot to September 1, 1999, Austin Energy
will recerve preassigned CRRs at 4 discount to the matket ptice which are available prior to the auction of CRRs  The
service territory of Ausun Energy will be wdenufied as a load zone for scttlement putposes  On February 23, 2006, the
PUCT voted to approve the nodal Protocols for the IIRCOT region The nodal marker will begin operaton on
Januaty 1, 2009 In antcipaion of the opening of the nodal market, Austin Lineigy employees are acuve parncipants in
ERCOTs Tiansmon Plan Task Fowce (YPTF), the jomt LRCO T -stakeholder effont to assure ERCOT-wide readiness
with the maikei change Austin Encigy’s Eneigy and Matket Operanons staff, system planning and operattons staff, and
finance and accounting staff ate activels taking steps ro modify kev systems and processes to assute Austn Energy’s
capability to parnepate fully i the ERCOT nodal market on schedule

Federal Rate Regulation

Austin Enetgy 15 not subject to ['edetal regulation m the establishment of tates, the 1ssuance of securines or the
opeiation, mantenance or cxpanston of Austin Enetgy under current Federal statutes and regulattions Austin Energy
submuts vauous repotts to FERC and voluntarly unlzes the FERC System of Accounts in mamtaining tts books of
accounts and records  On Apnl 24, 1996, the FERC 1ssued a Fmal Rule (the “Final Rule”) proposing significant changes
regatding transnussion service peiformned by electric unlities subject to the FERC’s junsdiction under sections 205 and
206 of the Pederal Power Act Among other things, the FERC requires utilities to submit open-access, mandatory
transmission tariffs The goal of the Final Rule, according to the FERC, 1s to deny to an owner of transmisston facihines
any unfair advantage over 1ts competitots that exasts by vittue of such owner’s control of 1ts transmisston system

On December 20, 1999, the FIERC 1ssued “Order No 20007 (the “Order”) 1clated to the formation of voluntary
Regional Transmission Organtzattons (“RTOs”)  The Order 1equired all utlities subject to the FIERC’s authornity undes
section 205 (Rates and Charges, Schedules, Suspension of New Rates) and 206 (Froxng Rates and Charges,
Determunaton of Cost of Producnon o1 Transportation) of the Federal Power Act to file by October 2000 a proposal to
patnicipate in an RTO or an alternative describing plans to parucipate tn an RTQ  The essennal chaactenstics of an
RTO are 165 independence from individual market parnicipants, a regional scope, operational authorty of transmussion
facihes under the RTO’s contiol, and authornty over shott-term system reliabiliry The essential functions of an R1'O
are rauff admintsnation, congestion management, parallel path flow, administenng ancillary services, opetating Open
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Access Scheduling Informatton System (“OASIS”), market monitonng, plinning and expanston, and interregional
cootdmnation

Austin Hnergy 15 not subject to the FERC’s juuedicnon under section 205 and 206 of the Fedeial Power Act
Nevestheless, Austin Eneigy participates i a stakeholdet o1ganization established under Teras law that 15 stalar to the
RTOs envistoned i the Oider and which predates the Order by several years Since 1995, the PURA has required open
access to the t1ansmusston netwotk in ERCO I under comparable terms and condittons for all users of the ttansmission
network ERCOT 1s a stakeholder organtzation that mecludes stakeholdess from all segments of the l'exas clectuc
matket ‘The 180 formed by ERCOT 1a 1996 and mandated by State law 1n 1999 carties out many of the functuons of
the R1'C discussed 1n the Order  ERCOT s responsible for the management and oversight of the day-to-day operations
of the transmisston netwotk  Under PURA, the PUCT has specific responsibilities to ovetsee ERCOT opetations and
marker parncipant complance with ERCOT Protocols

Undet the Energy Policy Act of 2005, mumcipal entinies ate now subject to certain FERC authority on teliability

Specific 1eliability requirements tules have been developed by the FERC  On July 20, 2006, the FERC cernfted the
Notth Amencan Llectne Reliabihity Counal (“NERC”) as the nanon’s Electne Rehabiity Crgamzanon (“ERO”), which
will be 1esponsible for developing and enforcmg mandatory electuc reliability standards under the FERC’s oversight
On Apnl 19, 2007, FERC approved the Delegation Agteement between the NERC and ERCOT, which will govern the
responsibilites of ERCOT as the Repgronal lunnty responsible for oversecing the NERC rehability standards in the
LRCOT regton On June 4, 2007, FERC approved an mutial set of 83 NERC reltability standards that apply to entities
opeiating in the ERCOT region  An addinonal eight Critical Infiastiucrure Project standards as well as othen rehability
standards approved by NERC are awaiting foimal approval from the FERC - Ausun Energy has established comphance
programs in tts Energy Markets, ttansmission systems planning, operations and rehability, and Information Technology
and Telecommunications umnits to esxamine the requirements for complance with the new standards and to evaluate and
unplement any needed changes to systems and procedutes

Environmental Regulation General

Austin Energy’s Environmental Policy commuts that Austin Energy shall mamtain 1ts status as a leader 1n environmental
stewardship and continually unprove 1ts envionmental petformance  Austin Eneigy’s operations are subject to
environmenrtal regulattion by Federal, State and local authonties  Austin Energy has processes 1n place for assunng
complance with applicable environmental regulations  Austin Fnergy’s Environmental Care and Protection section
consists of a staff of educared and tramned environmental complance professionals who are responsible for establishing
and mamtairung comphance programs throughout the utiity The Environmental Care and Protection section interprets
extsiing Federal, State and local regulations and routinely track changes to iegulavons, which affect Austun Energy
processes  Austin Energy has prepared documentation which details roles and tesponsibihiies for environmental
compliance throughout the orgamizavon The Environmental Care and Protection section staff and facility personnel
monttor confoimance with the environmental requirements and report deficiencies to  facility management
Environmental Services ts also responsible for conducting environmental tratning for the organtzation

Environmental Regulation Related to Air Emissions

Congiess enacted the Clean Air Act Amendments of 1990, which mncluded permitting requirements for power
production facthities  All of Austin Energy’s large generating units have been tssued Federal Operating Permits and
Federal Acid Rain Permits for the individual units by the Texas Commuission on Envitonmental Quality (“TCEQ”) and
the United States Envitonmental Protection Agency (“USEPA™)

In 1999, as patt of SB 7, defined ahove, the Texas Legislature imposed new environmental regulations on power plants
constructed prior to 1971 (30 Texas Admuustration Code (“TAC™) 116, Electric Generating Factlity Permats, and 30
TAC 101 330, Emissions Banking and "I'rading of Allowances} All of Austin Energy’s then operational units were
“orandfathered” from State permitting requitements at the nme of the passage of the Texas Clear Air Act m 1971 The
SB 7 permutting program mstituted a “cap and trade” program for NOx emusstons “Grandfathered” untts were
allocated allowances of NOx bascd on an emussion 1ate of 0 14 lbs of NOx per mmBru ttimes the 1997 heat input to the
umt  Austin Energy’s SB 7 permitted units must have enough SB 7 enmusston allowances avadable to cover the actual
emissions from these wmits on a yearly basts  If the total NOx ermsstons from these plants cxceed the total system
allocation, Austn Energy must purchase the addinional allowances needed to cover sts emusstons  The emisston-trading
program will also allow Austin Energy to sell in the open maiker emission allowances derved from excess NQOx
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reducttons  Since the NOx enmussion 1ate fiom the Decker Unu 2 15 constdered very low comparted to stmmlar unats, this
antt was voluntanly included m this same permutung progiam By making this voluntary move, Ausun Energy
significantly 1educed the costs of complying with this program A total of 1,741 tons of NOx wete allocated to the
“grandfathered” units and Decker Unit 2

In addinon to the NOx 1cductions made to comply with SB 7, Austmn bancrgy has made voluntaty commitments to cap
the emissions of NOx from Decket, Holly Street, now closed, and the new units at the Sand Flll Energy Centet to a
total of 1,500 tons per year  This commutment was made in otder to assst with the Faly Action Compact or EAC
made hetween the governmental hodies of the Austin Area and USEPA  Austin Eneigy's total NOx emissions wete
1,232 tons fou the latest comphance 1epoiting vear ending May 2005 This total was approximately 1,000 tons for the
compliance vear ending in May 2006

The TCEQ has also implemented fuither NOx teduction 1ules under 30 TAC 117 The TCELQ now tequnes that coal-
fited untes that were placed mto service prior to December 31, 1995 and located m the east side of l'exas (east of 1-35)
have a yearly average NOx emussion rate of 0 1653 lb/mmBru or less This rule also requires that gas-fited boilers and gas
tuibines 1 this same geographic 1egion thar were placed mto service prios to December 31, 1995 (1e, all of Austin
Fneigy’s curtently opetattonal Decker and Holly Stieet umts) have s yearly average NOx emussion 1ate of 014
Ib/mmbBrtu or less  Modificanons made to the Decker and Holly Sticel umits resulted 1n an average emission rate of
0096 Ib/mmBrtu for 2005 Modificattons have been made to the Fayerte Power Project Units | & 2 (which Austm
Eneigy co-owns with the LCRA) and current emission 1ates ate averaping approximately 0 10 1h/mmBru - All of the
Holly Stiect and Decker units will be in compliance with their emission limits - The Decker gas tuibine unirs fall under
an exemption fiom this 1ale due to then bmited run umes

Austn Energy and the co-ownet, LCRA are now m the process of mstalling scrubbers for Favette Power Project
Unuts 1 & 2 These sctuhbers will teduce the emissions of SO2 from these umts by at least 95% These scrubbers
should also reduce the emussions of mercury from these unuts as well

Austn Energy has jomed the Califorma Climate Action Registty which 1equnes Austin Eneigy to measure green house
gases fiom 1s point and non-pomnt sources  The emisstons will be 1epotted each yeat and wall he cettified by a third
patty auditor

Environmental Regulation Water

Wastewater discharges are 1egulated puisuant to the Clean Warer Act Nanonal Poltution Dischage Eltminauon System
(“NPDES”) Stotmwater run-off 1s stmtlarly regulated  The USIEPA has gianted the TCEQ authory to implement
these progiams i Texas as the Texas Pollunon Discharge Elmination System (“TPDES™)  Ausnn Energy’s larger
power generation facilittes, Decket, Holly Street and Sand Hill Energy Center, have TPDES and Stormwater Permuts,
which require monitorng and limitatons of discharges USEPA has also finalized regulations for cooling water intake
stinctures on existing facthities  These tegulations will affect Decket and Sand Hill Energy Center Austin Energy will
conduct studies over the next several years to determine the most cost effective methods for complince wath these new
regulations

Austin Eneigy mantams plans fo1 preventng and 1esponding to spills of o1l and hazardous matenals at 1#ts power plants
and substations as requued by the Clean Water Act Spill Prevention Control and Countermeasure and IFacility Response
Plan requitements  Austin Energy’s spill response team tesponds to spalls in less than one how fiom the ime the spalls
aie 1eported

Environmental Other

Since 2001, Austn Encrgy has funded a program for 1emoving distributon electrical equipment at sk for having
polychlonnated aphenyls (“PCBs”) from 1ts service area beyond what 15 ordinanly removed due to equipment falures
ot hne unprovements  Austin Enetgy crews mspect and test overhead tiansfotmers and temove equipment at nisk for
having PCBs  Austin Enetgy hus increased the mspections of its undeiground distribution system and 1 teplacing rusted
pad-mounted transfoimets that pose a wsk for spills  Furthetmore, substation equipment and soils ate 1outinely tested
ptior to construction actrvittes m the event that thete 15 consamunanon from historical acnvines  Austin Energy has
completed the decommissioning and remediation of the Scaholm Powet Plant (“Seaholm™), and has been recognized by
USEPA that Seabolm will be the fitst factity 1n the nation 1o 1eceve a certificate of Ready for Reuse under the Toxic



Substance Connol Act 1elated to PCBs  This cernfication 1s given to contamunated mdustual faciites that have been
cleaned and made avaable for public use  Additonally, Austin Energy has been selected by the TCEQ to tecewve us
annual Envirenmental Excellence Award for Innovanve Technology in the methods employed for the remediatnon
activiiies petformed dutmg the decommussioning

Austin Energy will continue to make the necessaty changes to assure furure comphance with the evolving regulatory
tequirements  Non-compliance with envnonmenial standards o1 deadlines could 1esult m 1educed opaating levels
Futther compliance with envionmental standatds o1 deadlines could inciease capital and operating costs

Nuclear Regulation

Nuclear generation facihities are subject to regulation by the Nuclear Regulatory Commussion (“NRC”) and are requited
to obimn labihry mnsuance and a United States Government mdemnity agteement m ordet for the NRC to 1ssue
operating hcenses  This primary msurance and the retrospective assessment discussed below are to insute agunst the
maximum labihey under the Price-Anderson Act for any public claims ansmg from a nuclear madent which occus at
any of the lcensed nuclear 1eactors located i the United States

STP 15 protected by provisions of the Price-Anderson Act, a comprehensive statutory atrangement providing imitations
on nuclear babihty and goveinmental mdemnities even though the starutory pirotectons for many non-commercial
teactots  The Puce-Anderson Act onginally expired on August 1, 2002, but was renewed on August 8, 2005 as part of
the National Energy Legislanon The new Puce-Anderson Acr expues on December 31, 2025 The it of lability
unde: the Price-Andetson Act for licensees of nuclear power plants remans ar $10 76 bdlion per unit per meidens The
maximum amount that each licensce may be assessed following a nuclear madent ar any insuted faciliy 15 $100 59
millon per unit, subject to adpmstment for inflaton, for the numbet of operating nuclear units and for each licensed
reactor, payable at $15 mullion pei year per reactot for each nuclear mewdent The Cuy and each of the other participants
of STI” are subyecr to such assessments, which will be borne on the basis of their respecnive ownership interests in STP
For puiposes of the assessments, STP has two licensed 1eactors The parnapants have purchased the maxtimum himuts
of nuclear liability msurance, as required by law, and have executed mdemnification agreements with the NRC, 1n
accordance with the financial protection requirements of the Price-Anderson Act

A Master Worker Nuclear Liability policy, with a maximum hmit of $300 million for the nuclear mdustry as a whole,
ptovides protection from nucleat-related claims of wotkets employed in the nuclear industry after January 1, 1988 who
do not use the workers’ compensanon system as sole temedy and bung suit agamst anothet patty

NRC 1egulations requite licensees of nuclem power plants o obtain on-site propetty damage msutance 1 a munmum
ameunt of $1 06 nllon NRC regulauons also require that the proceeds fiom this msurance be used fust 1o ensuie that
the beensed reactot ts i a safe and stable condition so as to prevent any signtficant nsk to the public health o1 safety,
and then to complete any decontamination operations that may be oideted by the NRC  Any funds 1emaning would
then be avatlable for covering direct losses to property

The owners of STP cunently mamtan $2 75 Inlbion of nuclem property insutance, which s above the legally requured
amowunt of §1 06 billlon, bt 1s less than the total amount avalable fo1 such losses The $2 75 bilion of nuclear propesty
mnsurance consists of $500 mullion 1n prmary property damage msuance and $2 25 bdlion of excess property damage
insurance, both subject to a 1etrospective assessment being pad by all members of Nuclear Electric Insurance Limited
(“NELL."™) In the event that propetty losses as a 1esult of an acadent at any nuclear plant insured by NETL exceed the
accumulated fund avadable to NEIL, a rerrospecnve assessment could occn The mavumum aggiegate assessment
under cartent policies for both primary and excess property damage tnsuance s $26 8 million dunng any onc-policy
year

Finally, the NRC mamntains 1ts 1egulations setting forth minimum amounts required to demonstiate reasonable financal
assurance of funds for decommussioning of nuclear teactors Beginnng i 1990, each Folder of an operatng license was
requued 1o submit to the NRC a report indicating how 1easonable assurance would be provided  'The Ciry provided the
required report to the NRC which was based on the mumimum amount for decommussioning as required by the NRC
wegulattons of $103 million per umt (January 1986 dollars) Tlus mummum 15 1equired to be adusted annually in
accordunce with the adjustment factor formula set forth in the wegulatons  The teport provided by the City bascd
1easonable assmance on the mmimum amount {January 1986 dollais) as adjusted by the adjustment factor formula set
fotth 1in the regulations  The City has established an exteinal itrevocable trust for decommussioning with [PAlotgan

(]
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Chase Bank, NA  The City has been collecung for decommussioning through its rates smnce Fiscal Yem 1989 The
decommussioning account balance at December 31, 2006 was $119 mullon  For Fiscal Year 2007, Austin Energy
estunates that 1t will continue 10 collect approumately $5 mullion for decommussioning expense  In current dollars (at
August 31, 2006), the mitumum amount for decommuissiomng 15 $342 4 mullion per unit See “INVESTMENTS — Legal
Investments”’

[1he remarnder of thes page 1 tntentianally left blank |
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THE CITY
Administtation

Incotporated in 1839, the Ciry operates under a Council-Manages foim of government under s home 1ule chaiter The
City Council 1s comprised of a Mayor and six council members clected at-laige for three yem staggeied teims

By chatter, the City Council appomts a City Managet for an indefinite term who acts as the chuef admmistratve and
executive officet of the City  The duties include, among othets, the supervision of all City departments, the prepuiation
and admuasstration of an annual budget and the prepataton of a weport on the finances and admuustrative actvines of
the Cary Toby Fammetr Futrell was appomted City Managet on NMay 1, 2002

City Manager — Toby Hammett Futrell {Disclosure Needed?]

As Punell 1ecetved her Masters of Business Admumstration fiom Southwest Texas State Univetsity and a Bachelor of
Liberal Studies from St Edward’s Umivermty  Her career with the City of Austin orgamization spans mote than 25 years
and started with an entri-level positon i the Health and Human Services Department  In 1996, Ms Futrell was
appointed Assistant Ciry Manager and assumed the posinon of Deputy City Manager in February 2000, piot o
becommg Cuy Manager Ms Futiell has announced her intennion to tetire and leave the posiion of City Manager in
May 2008 “The City has hued Arcus, a company in Harusbuig, Pennsylvania, to assist with a nationwide search for a
new City Managet  Arcus met with City Council members and stakeholdets from the community to develop a cnty
manager ptofile and 1t 15 anticipated that o hst of candidates wilt be compiled by late November/early December A
hirnng decision 1s anncipated early next year 1o allow the new City Manager to participate m the 2009 budget

Chief Financial Officer — Leshie Browder, CPA

Ms Leslie Browdet 1ecerved her BB A Accounung from The University of Texas at Austn Het career with the Ciry
spans mote than 15 years Dls Browder assumed the position of Chief Fmancial Officer 1in September 2007 Prior to het
appomntment as Chief Financial Officer, she served as the Ciy’s Deputy Chuef Financial Officer During her tennie at
the City of Ausun, she has also served i other {inancial capacities, including the Chief Financial Officer for the anpont
Ms Browder has also been employed m Chief Financial Officer 1oles for Austn’s public transportation authouty, San
Diego County’s public pension system and the City of Encinitas, Califoinia

Services Provided by the City

The City’s major activities include police and fire protection, emetgency medical services, patks and libranes, public
health and socil seivices, planning and soning, general admintstianive services, sobid waste disposal, and mamtenance of
bridges, streets and storm drains The Ciry owns and opetates several major enterpiises ncluding an electiic utiliy
system, water and wastewater utility system, an anport and two public event facilities

Employees

MMunicipal employees are prolubited from engaging 1n stnkes and collective bargaining under State law  An exception
allows fire and police employees to engage in collecttve bargaining (but not the nght to strike) after a favorable vote of
the clecrorate The voters have not approved collectve bargainmg for cither fitemen or policemen  Approximately 15%
of the Cuy’s employees are members of the American Federation of State, County and Municipal Employees, 8% are
membets of the Ametican Police Assoctation and 7% are members of the Internanonal Assocation of Fiee Fighters

The City does not have automatic escalators i payroll or m its senrement systems  The retrement systems may prant
cost-of-Iiving tncteases up to 6% for the mumeipal employees and 6% for police officers and a percentage based on the
amount of mcrease i the Consumer Prce Index for the firemen only 1f recommended by the independent acruary and
approved by the reinement boards

Annexation Program

The City anneses tenttory on a regulas basts Chaptet 43 of the T'exas Local Government Code regulates annexation of
ternttory by the City - Puot to annexing tetutory, the City must develop a service plan descibing the munierpal services -
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police and fie protection, sanitation, piovision and mantenance of public factlies such as water and wastewater
factiues, toads, sticets, and patks - to he provided to the annesed aiea  Geneially, those services may not be ar a lower
level of service than provided m other areas of the City with stomlar chatactenstics The City 1s not obligated 10 provide
a untfoim level of service to all areas of the ity where diffenng charactensucs of populanion, topography, and lind use
provide a sufficient basss for dufferent service levels

Under curient Texas law, there aie basically two processes for the annexation of teintory o a aty “The thice-vear
Munterpal Annexation Plan (“DMAP”) process applies genetally to populated annexation areas, 1¢ those that include 100
ot more properties with a house on each lot  Unpopulated areas, areas that ate annesed by consent, and aicas that meet
cettam other crtena follow the “exempr area process” The processes involve staff 1eview, development of a service
plan (or regulatory plan for a limted puipose annexation), property ownet notificatton, publication of a4 newspaper
notice, two public heanngs, and ordmance approval  The MAP process also imcludes an ventory of exisung services
and a penod m which, for this paitcular annexation, residents appotnicd by the County Commissioners negotate with
ctry staff on the seivice plan

If the annexation service plan for an annexation area includes a schedule for the provision of full mumecipat services, the
Ciry has two and one-half years fiom the date of the annexaton to substantally complete the capital unprovements
necessary to provide serviees to the area However, if necessary, the City may propose a longer schedule A wide tange
of services — police and fite protection, samtaton, and mantenance of public facdites such as watet and wastewater
factlities, toads, streets, and parks — must be provided unmedutely following annexation  Fatlure to provide mumcipal
seivices n accordance with the service plan may provide grounds for a petttion and cout action for complance with the
service plan o1 for disannexatton of the atea, and may also result mn a refund of taxes and fees collected fot services not
provided Depending on the type of petition, a court may oider the City to comply with the seivice plan or to disannex
the atea The City may not 1eannex for ten years any area that was disannexed fo1 faluie 1o provide senvices

Some of the aieas which may be conswdered fo1 annexanon will melude developed ateas for which water, sewes, and
diamage services ate hemg provided by utlity distucts created for such puiposes  Extsting unihty districts, as well as new
chstricts that may be cieated fiom time to time, may 1ssue bonds for then own improvements  Such bonds ate generally
payable from the 1eceipts of ad valoiem taxes imposed by the district and, in some cases, ate further payable from any
nert revenues denved fiom the opelation of 1ts water and sanitary sewer systems  Texas law generally 1equues thatif a
City 15 annexing a disturct, the distoet must be annexed 1n 1ts entirety  Upon annexation by a aty, a district 15 dissolved
and the city assumes the district’s outstanding bonds and other oblgattons and levies and collects ad valorem taxes on
taxnble propeiry withm the corporate himats of the atr ad valorem taxes sufficient 1o pay the prineipal of and intetest on
such assumed bonds

The Cuty also assumes liabilites when 1t annexes land 1n an Emergency Services Disenicr (“1.SD™) and that ternitory 1s
disannexed from the EEST) This habilitv, however, 1s liuntted to assumpnion of a pro-rata shaie of debt and assumption
of those facilities direetly used to provide service to the atea

The Cuy Charter and the State’s annexation laws provide the City with the ability ro undertake two rypes of annexation
“Full purpose” annexanon, discussed above, annexes terntory into the Cuy fou all purposes, including the assessment
and collection of ad valorem taxes on taxable property The second type of annexation 1s known as “limtred purpose”
annexation by which tenttory may be annexed for the lunted purposes of “Planning and Zoning” and “Health and
Safety ” Terttory so annexed 15 subject to ordinances achieving these purposes chiefly, the Ciy’s 7oning ordmance,
butlding code, and related ordinances regulatng land development “I'axes may not be imposed on propeity annexed for
hmaeed purposes, mumclp‘ll services are not provided, and residents of the area ate 1estucted 10 voting only 1n Clty
electtons for City Council and Chatter amendments  The Cuy believes that imited purpose annexaton 15 a valuable
gpowth management tool  Smce 1999 the City has annexed over 10,200 acres of reirtory for lunifed purposes Stirategic
Annexation Programs are developed annually  These programs priotitize ateas to be constdeted for annexation, usually
at the end of the calendar veat, theieby mumimizing the fiscal impact to the City due to annexation
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The following table sets forth (in actes) the annual results of the Ciry’s annexations since 1996

Calendas Year Full Puipose Actes (1) Limited Purpose Acies
1996 3,163 0
1997 (2 15,083 0
1998 2,060 1,698
1999 20 588
2000 4,057 4,184
2001 3,908 15
2002 » 2,019 1,957
2003 3,253 0
2004 L4 7,030
2005 1,914 1,234
2006 351 621

{1y Includes actes converted from bimited purpose to full puipose status
{2) The 1997 annexation program included ten area muntcipal wility disructs

Legtslanve action requred the City to convert the Harus Bianch and Moore’s Crossing MUDs from full puipose to
limited purpose status 1n 1995 In 1998, the full purpose icannexation of the Harus Branch MUDs 1s reflected 1n the
table above

Recent Annexation

The Pearce lane/Ross Road area, located 1 southeast Tiavis County, was converted to full purpose annexation starus n
December 2006 This annexaton atea was added to the Gy of Austin’s MATP m 2003 and includes two Del Valle
Independent School Distrct sites Approamately §83 mulllon m taxable assessed value (“TAV™) and over 2,500
1esidents wete added to the City Sunfield Mumeipal Utility Distuct No 2 includes 575 actes southeast of Austin and
was anneaed for mated purposes 1 2006

In 2005, full putpose annexation of the Spungficld and Walnut Creek MATP areas added over $123 mullion i taxable
assessed value (I'AV”Y and 375 actes to the Cuty of Ausin Newly all the 1emaiming Avery Ranch subdiviston areas 1n
Williamson County wete converted from hmited to full puipose annexaton status i 2005 A 1otal of 1,914 full putpose
actes and over $140 mullion m TAV were annexed in 2005  Lunited purpose areas annexed mncluded Goodnight Ranch,
Watcrsedge and the Woods at Greenshores

Approximarely $50 mullion i TAV was annexed for full putposes in 2004 QOver 6,000 acres northwest of the Cuty,
known as the Robmson Ranch area, and the 748 acre Ribelm Ranch aiea, were annexed for limited purposes 1n June
2004 The Omon Creek atea, annexed for full purposes tn 2003, added over 1,200 acres, 3,000 restdents and $190
miullion in TAY to the City - Total esumated TAV annexed in 2003 equaled over $375 millon

Approxumarely $37 midhon m TAV and over 2,100 new 1esidents weie added o the Ciry as a 1esult of the 2002
annesanon of the Canterbury Trads subdvision m southwest Austun  Other 2002 annexations mcluded ught-of-way
t1acts, addinonal tracts in the Avery Ranch subdivision, and other undeveloped tracts The Wildhoise Arca neat Decker
Lake was annexed for imited purposes in February 2002

The Del Valle arca, located near Austin-Betgstiom Inteinational Airport (“ABIA™), was converted to full puipose
annexanon stans n September 2001, and added appioamately 2,000 residents to the City - Secnons of the Avery Ranch
Atea wete also converted to full purpose status Other arcas amnexed i 2001 mcluded over 700 actes of privately
owned preserve land, some developed single famuly, multt famly and office tracts and other undeveloped acreage

Future Annexation
In the next few years a number of arcas previously annexed for limited puiposes will be converted to full purpose status

MUIYs covered by strategic partnership agreements (“SPAs™) are planned ro be annexed as well as areas included m the
Citv’s MAP  The most sigmficant of the idennfied future annexation areus ate shown below
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—  Grand Avenue Patkway — full purposc apnexanon of commercial fiontage along IH 35 15 scheduled for
December 2007,

—  Ribeln Ranch and Goodnight Ranch — lamuted purpose ateas with converstons to full purpose starus expected to
begin 1 2007,

—  Anderson Mill MUD and adjacent areas — annexation of notthwest Austin arca was postponed December 2008 per
tetms of the amended ST\,

—  lLost Creeh MUD and adjacent mieas — southwest Ausun atca was mcluded in 2005 MAP  Annexation, ouginally
scheduled for December 2008, 15 expected to be postponed  After medianen and athitiation over the terms of a
SPPA, the MUD voted to appeal the atbittator’s Augnst 2007 1uling which upheld the City’s proposal for a SPA with
# iwo-phased annexation,

— North Acres area — northeast Austin area was included 1 2005 MAP with full purpose annexation scheduled for
December 2008,

—  DPeninsula atea — propetues neat Lake Ausnn was mcluded m 2005 MAP wath full puipose annexation scheduled for
December 2008, and

—  Sptingwoods MUD and adjacent ateas — annexatton was postponed unttl December 2007 or latet per teems of the
amended SPA (includes assumption of debt for drmnage unprovements and completion/mamtenance of diamnage
p1ojects)

Pension Plans

Thete are three conttibutory defined benefie retuement plans for the Muniapal, Fire, and Police employees  State law
requites the Citv to make contributions to the funds m an amount at least equal to the contnibution of the emplovee
group

The Police Officers contribute 13 0% and the Cily contnbutes 18% of payroll The Municipal employees and the Cuy
each contubute 80% The Fuefighters (who aie not membets of the Soctal Sccuty System) contribute 15 7% of |
paytoll, the City contributes 18 05%

The contnbutions to the pension funds are designed to fund curient service costs and to amoinre the unfunded
actuatal accrued hability of the Police Officer’s Fund over 29 7 yeurs and the Fuefighter’s Fund over 1159 years

The actuarnal accrued habality for the Municrpal Employees Fund as of December 31, 2006, was §1,974,010,618  The
actuarial accrued labily for the Police Officers” Fund as of December 31, 2006, was $576,125,324  The actuaral
accrued hability for the Firefighters” Pension Fund as of December 31, 2006, was $580,053,934  Actuanal studies wete
performed for the Munscipal Emplovees Fund and the Police Officer’s Fund as of December 31, 2006 and fo1r the
Firefighter’s Pension Fund as of December 31,2005

As teported i the actuanal valuanon of the Municipal Emplovees Fund prepared for the perod ending
December 31, 2006, due to sigmficant asset losses that occurred in 2000-2002, current contnbutions to the Municipal
Employces Fund are not suffictent to amoinze the unfunded lability of the fund  Accordingly, as of December 31,
2005, the Mumacipal Employees Fund had an infinite funding peuod and, 1n the absence of significant actuanal gains,
then curient contribution rates were not suffictent to support the current benefit stiucture of the Munterpal Employees
Fund However, m 2005 the Ciry unplemented a Supplemental 1'unding Plan which 1s expected to gtadually increase the
City’s contnbution rate to the Munietpal Emplovees Fund ro 12 0% The additional contobuton provided pursuant to
the SIP 1s mtended to remain 1 place until the funding penod of the Municipal Employees Fund 1s reduced to below 30
years Once this occurs the Ciry, at its discrenon, may 1educe the addional contubution rate provided pursuant to the
SFP to a mate that produces a 30-yeat funding pevod  Based on cuntent projections and 1n the absence of sigmificant
actuattal losses, the City expects the SFI? to enable the Mumcipal Limployees Fund to reduce 1s fundmg petod to 30
veats by the ume of the valuation for the peniod ending Decembes 31, 2014

Sec Note 8 to the Cuy’s Financial Statements for addinonal information on the Pension Plans
Other Post-Employment Benefits

In addinion to providmg pension benefits, the City provides cettan health eare and msurance benefits (o 1ts retieees  Any
tetinee who 1s eligible to recerve retnement benefits under any of the Citv’s three pension plans 15 ebgible for these
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benefits Post 1ctiiement benefits imnclude health, dental, and $1,000 of lfe mswance  The City pays a potiton of the
tetirec’s medical msutance premiums and a poitton of the tetuee’s dependents’ medical msurance premum  The
porton patd by the City vattes according to age, coverage selection and years of setvice The City pays the entie cost of
the premuum Ffor life msmance for the retiree

The Citv tecogrizes the cost of providing these benefits as payioll expenses/expenditures m an operanng fund with
cotresponding tevenue i the Employee Benefirs Fund  The esumated cost of providing these benefits for 2,682 remees
was 815 5 million in 2006 and $13 3 nullion i 2005 for 2,554 1etuees

GASB teleased the Satement of Genewal Accounting Standards No 45 (“GASB 457), Accounung by Employers for
Othet Post-employment Benefits (“OPLB”), 1 June 2004 The Cuy will be required ro mplement GASB 45, fo1 the
fiscal yeat begimning October 1, 2007 GASD 45 sets fotth standatds for the measutement, tecognition, and display of
post-employment benefits, other than pensions, such as health and Lfe msuiance for curtent and futute reutees Those
subject to this ptonouncemeni are tequired to (1) measwe the cost of benefits, and 1ccognize other post-cmployment
benefits expense, on the accrual basis of accounnng over the wotking hifenme of the employees, (13) provide information
about the actuatral labilines for promused benefits assocmted with past services and whether, o1 10 what extent, the
future costs of those benefits have been funded, and provide mfoumation useful m assessing potential demands on the
employet’s futtie cash flows The employer’s contnbutions to OPEB costs that ate less than an actuaually deretouned
Annual Required Contnibutton {(ARC) will result m a net OPEDB cost, which undet GASB 45 will be required 1o be
recorded as a ltability 10 the employer’s financial statements  The ARC 1s the amount that must be provided each year to
pay for the cost of furure retrees and to amortize the mtal OPLEB habibity over a penod of 30 years  There are ne
requirements to fund the tninal OPEB lability o1 to fund the ARC — they simply must be 1eported  The City 1s assessing
the legal and accounting imphcations of GASB +45,1f any, which will be apphlicable to 1s financial statements begmning
with the financial statements for the Fiscal Year 2008

To date, the City staff has completed an actuanal valuation fiom an outside consuliant regarding the City’s OPEB
obligations The valuation indicates a potennal OPEB habiliry i the range of $556 mullion to §1 billion depending upon
the City’s abiluy to fund the ARC  There 15 sull a lot of informanon the City will gather to determine 1ts approach to
implementing GASB 45 The City has been working with a task force consisting of employees and rearees to detetming
which elemeats of the reuree health care plan they value most highly  Using therr mnput and information from other
sources, the City has run alternate scenanos to see what effect these would have on teducing the Ciny’s OPLB labiing
and 1elated ARC  In addition, the Cury plans to fully assess what other junsdictions are planning to do with then
implementation of GASB 45

Insurance

The Liability Reserve Fund s the mswance fund of the Cuty for settled claims, expenses, and reserves relanng to fifth
patty liabihty claums for mpury and propeity damage, including professional habality  tThe Liabthey Reserve Fund ts used
to pay for actual clarms incurred and related expenses for settling these claims, for budgeted admmistrauve costs for the
fund’s operanans, and to estimate mcunied, but not reported claims  The Liabihty Reserve Fund had acciued habilinies
of approximately $6 9 mulhon for claims and damages at the end of fiscal year 2006 IZmployee injuries ate coveted by
the Workers” Compensation Fund, and health claims are protected by the Employee Benefiss Fund

CONTINUING DISCLOSURE OF INFORMATION

In the Otdinance, the City has made the following agreement for the benefit of the respecnve holders and beneficial
owners of the Bonds The Citv 15 required ta observe the agreement for so long as it temains obligated to advance funds
to pay the Bonds Under the agreement, the Ciry wall be obligated to provide certain updated financial mfoimanen and
operating data annually, and timely notice of specified matetial events, to certain nfoimation vendors  This nformaton
will be available to securtties brokers and others who subsernbe to recerve the information from the vendoss

Ammnal Reparr — The Cuty will provide cettam updated financial informanon and operaing data to certain mfotmation
vendots annually  he informauon ro be updated mcludes all the quanutanve financial mformation and operating data
with respect to the City of the general type mcluded (1) 10 the portions of the financial statements of the City appended
to the Offictal Statement as APPENDIN B, but for the most recently concluded fiscal veat end and () n the mam text
of the Official Statement under the subcapions  “Tax Valuanon” wtth respect 1o the appiassed value as of January 1
during the fiscal yem as to which such annual report ielates, “Valuation and Funded Debt History,” “Tax Rates, Levy
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and Collecuon Flistory, en Lagest Taxpasers,” “Propeity Tax Rate Distubution,” “Current Investments,” “General
FFund Revenues and Lixpenditues and Changes m fund Balance,” “Muntcipal Sales Tax,” and “ I'ransfers From Unliry
Funds” The City will update and provide this informatton as of the end of such fiscal year o1 for the twelve month
pettod then ended withn six months after the end ol each fiscal year ending 1 o1 after 2004 uniess otherwise nored
above The City will ptovide the update mformanon 10 each nauonally recognized mumapal securties nfoumation
teposttory (“NRMSIR”™) and to any state mformation deposttory (“SID”) that 15 designated by the State of Tesas and
approved by the Unired States Sccunnes and Exchange Commussion (the “SEC”)  The Muntcipal Advisory Councail of
Texas (the “ALAC”) has been designated as the SID for the State of Texas

The City may provide updated informauen in full fext or may mcoiporate by 1eference cevtam other publicly avalable
documents, as permitted by SEC Rule 15¢2—12 {the “Rule”)  The updated mformanon will mclude audited financial
statements, 1f the City commussions an audit and 11 1s completed by the tequired ume I audited financial statements are
not provided by that tme, the City will provide upaudued financial statements by that tme and will provide audired
financial statements when and if they become available  Any such financial statements will be prepated m accordance
with the accounting prnctples descobed i APPLENDIN B or such other accounting principles as the Cuy may be
tequited to employ from ume fo tme pursuant to State law o1 regulation

"The City’s curtent fiscal year 1s October 1 to September 30 Accoidingly, 1t must provide updated mformation by Match
31 1n each vear, unless the City changes its fiscal year [f the City changes tts fiscal year, 1t will nonfy each NRMSIR and
any SID of the change

Materzal Event Notue — ‘T'he City will also provide timely notices of certamn events relating to the Bonds ro certam
informaton vendois  The Cry will provide nonce of any of the following events with respect to the Bonds, 1f such
cvent 15 materal within the meaning of the federal sceunties laws, (1) puncipal and mterest payment dehnquencies, (2)
non—payment rclated defaults, (3) unscheduled diaws on debt service teserves reflecung fimancial difficulties, (4)
unscheduled draws on credit enhancements teflecting financial difficulties, (5) substitution of credit ot hquidiry
providers, or their fatlure to perform, (6) adverse tax opintons or events affecting the tax—exempt status of the Bonds,
(7) modifications to nghts of holders of the Bonds, (8) Bond calls, (9) defeasance, {10) tclease, subsutution, ot sule of
propetty securing repayment of the Bonds, and (11) 1atng changes with respect to the Bonds  In addinon, the Ciry wall
provide umelv nonce of any fadure by the Ciny 1o provide mformanon, data, o1 financial statements 1 accordance with
1ts agreement descubed above undet “Annual Repoits”  The Ciry will provide each nonce desernibed 1n this patagiaph to
any SID and to enther each NRMSIR or the Mumcipal Secutmnes Rulemaking Boaid (“MSRB”)  The foregoing
notwithstandmg, nonces may be made solely by transmutung such filng to the MAC as provided at
hetp //www disdlosureusa o1g, unless the SEC has withdiawn the interptetative advice stated 1n 1ts letier 1o the MAC
dated September 7, 2004

Avarlability of Information from NRMSIRs and §H) — The City has agreed to provide the foregoing information to
NRMSIRs and any SID only  "The information will be available to holders of Bonds only 1f the holders comply wath the
procedures and pay the charges established by such informanon vendo1s o1 obtain the informauon through secunnes
brokers who do so

The MAC has been designated by the State of Texas as a SIID The addiess of the MAC 15 600 West 8th Steet, P O
Box 2177, Austin, Texas 78768—=2177, and 1ts telephone number 15 (512) 476-6947

Lunntations and Amendments — The City has agieed to update information and to provide notices of matetal evenis ouly as
descubed above "The City has not agreed to provide othet informanon that may be relevant or material to a complete
presentation of s financial results of operations, condition, or prospects or agieed ro update anv information that 1s
provided, except as described above The Ciy makes no 1epresentanon ot watranty concerning such information or
concerning 1t8 usefulness to a decision to invest in o1 sell Bonds at anv furre date The City disclaims any contiactual oy
tott habilite for damages resultng m whole or in part from any bieach of us continung disclosuie agieement or from
any statement made pussuant to 1ts agreement, although holdeis of Bonds may scek a wnt of mandamus to compel the
City to comply warh 1ts agiecement

I'he City may amend 11« continuing disclosute agreement to adapt to changed ciicumstances that anse from a change mn

legal requirements, a change 1n law, or a change in the identity, nature, status, ar type of operations of the City, if the
agreement, as amended, would have permutted an underwitter to purchase or sell the Bonds in the offering described
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heremn m compliance with the Rule and etther the holders of @ majonty m aggiegate puncipal amount of the outstandmg
Bonds consent ot any petson unaffilated with the City (such as nationally recognized bond counsel) derermines that the
amendment will not marenally impait the mterests of the heneficial owners of the Bonds  If the City amends 1ts
agreement descubed above under “Annual Repois” an eplanation, mn nattatwve form, of the reasons fo1 the
amendment and of the impact of any change in the 1y pe of mformation and data will be provided

Comphance with Prior Undertakingy — Dunng the list five (5) years, the Cuy has compiled m all matenal tespects wath all
continumng disclosure agreements made by 1t m accordance with the Rule  The Cuy did not recerve the Comprehensive
Audited Financral Repoir for the fiscal year ended September 30, 2006 (the “CAFR™) from s auditors untl
Octobet 23, 2007 As a esult of not recerving the CAFR withm 180 days of the end of the Cuy’s 2006 Fiscal Yeat, the
City filed unaudited financial sratements wath the NRAMSIRs and the ST, m accordance with its contimung disclosure
agreements  On October 13, 2007, the Ciry filed the CAFR with the NRASIRs and the SI1D

TAX MATTERS
Opinton

On the date of uutal debvery of the Bonds, McCall, Patkhuist & Hotton 1L L P, Bond Counsel, will rendet thetr opinion
thart, m accordance with statutes, 1egulations, published 1ulings and court dectstons exisung on the date heieof (“Easting
Law™), (1) wterest on the Bonds for federsl mcome tax puiposes will be excludable from the “gross mecome” of the
holders thereof and (2) the Bonds will not be rreated as “specified privare actvity bonds™ the inrerest on which would be
chided as an alteinative muumum tax prefetence ttem under sectton 57(a)(5) of the Intermal Revenue Code of 1986
(the “Code”) Except as stated above, Bond Counsel wall express no opmion as to any other federal, state or local ax
consequences of the purchase, ownership or disposition of the Bonds  See APPENDIX C - Foim of Bond Counsel’s
Opinton

In 1enderning 1ts opuuon, Bond Counsel wall rely upen (a) certain mfotmation and tepresentations of the City, includmng
mformation and representations contamned n the Ciry’s federal tax cernficate, (b} the repoit wssued by The Aibitiage
Group (sec “OTHER RELEVAN I INFORMATION — Venficaton of Anthmencal and Mathemancal Calculations™),
and () covenants of the Ciry contamned m the documents authotzing the Bonds aelating to certain maztters, including
aibitrage and the use of the proceeds of the Bonds and the property financed or tefinanced therevath  Although 1t 15
expected that the Bonds will qualify as rax-exempt obligations for federal mcome tax pusposes as of the date of 1ssuance,
the rax-exempt siatus of any series of the Bonds could be affected by futuie events  However, futuie events beyond the
control of the Citv, as well as the falure to observe the aforemennoned representattons or covenants, could cause the
interest on any sertes of the Bonds to become taxable tetroactvely to the date of 1ssuance

The Code and the regulauons promulgated theicunder contain a number of requuirements that must be sausfied
subsequent to the ssuance of the Bonds in order for mnretest on the Bonds to be, and to remain, excludable from gross
income for federal ncome tax purposes  Faiure to comply with such requitements may cause 1ntetest on the Bonds o
be mecluded m gross income retroactively o the date of ssuance of the Bonds  The opmien of Bond Counsel 15
condinoned on complhance by the Ciry with such requirements, and Bond Counsel has not been retamned to monttor
comphance with these tequitements subsequent to the 1ssuance of the Bonds

Bond Counsels opuuon represents its legal judgment based upon us review of Exstng Law and the reliance on the
aforementioned information, tepresentations and covenants  Bond Counsel’s opinton 15 not a guarantee of 4 result The
Existing Law 1s subject to change by the Congress and to subsequent judicial and admunsrrative mterpretation by the
courts and the Department of the Treasury There can be no assurance that such Liatsung Law or the waterptetation
thereof will not be changed in a mannet which would advessely affect the tax rreamment of the purchase, ownership or
disposition of the Bonds

A ruling was not sought from the Inteinal Revenue Service by the City with tespect o the Bonds or the projects
financed with the proceeds of the Bonds  No assutances can be given as o whethet the Internal Revenue Service will
commence an audit of the owners of the Bonds, or as to whether the Intetnal Revenue Service would agree with the
opinton of Bond Counsel  Tf an Internal Revenue Setvice audit 1 commenced, undet cutrent procedures the Internal
Revenue Service ts likely to treat the Issuer as the taxpayet and the owners of the Bonds may have no nght 1o participate
in such procedure No additional mtetest will be pad upon any determination of taxabality
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Federal Income Tax Accounting Treatment of Onginal Issue Discount

The nitral public offeting piice to be pand for one or mote maturiies of the Bonds (referred to herein as the “Onginal
Issue Discount Bonds™), may be less than the prncpal amount thereof or one or moie petiods for the payment of
interest on of the Bonds may not be equal to the accrual petiod o1 be m excess of one vemr  In such event, the
difference between (1) the “stated 1edemption patce at matunty” of each Ougmal Issue Discount Bond and (u) the mutial
offerng price to the public of such Onginal {ssue Discount Bond would constitute onginal 1ssue discount The “stated
redemption ptice at maturiy” means the sum of all payments to be made on the Bonds, less the amount of all perodic
interest payments  Penodic itetest payments aze payments which are made duting equal acciual petiods (or dunng any
unequal pevod if it s the mural o1 final penod) and which ate made dunng accrual periods which do not exceed one

yeat

Under Existing Law, any ownet who has putchased such Onginal Issue Discount Bond 1n the iutmal public offenng 1s
enutled to exclude fiom gross income (as defined in section 61 of the Code) an amount of 1ncome with respect to such
Ongnal Issue Discount Bond equal to that portion of the amount of such onginal 1ssue discount allocable to the acciual
period For a discussion of cettan collateral federal tax consequences, see discusston set fotth below

In the event of the redemption, sale or other taxable disposiion of such Onginal Issue Discount Bond prior to stated
matuuty, however, the amount realized by such owner in excess of the basis of such Onginal Tssue Discount Bond n
the hands of such owner (adjusted upwmid by the poron of the otggnal 1ssue discount allocable to the pertod fo1r which
such Ouginal Issue Discount Bond was held by such mutial owner) 1s includable mn gross income

Under Existing Law, the ougm;ll issue discount on each Ougmal Issue Discount Bond 1s acciued daly to the stated
matunty thereof (n amounts calculated as descubed below for each six-month penod ending on the date before the
semiannual anniversary dates of the date of the Bonds and 1arably wathin each such six-month peniod) and the acerued
amount 1s added to an il owner’s basss for such Ougmal Issue Discount Bond for purposes of detetmming the
amonnt of gam o loss 1ecognmzed by such ownet upon the 1edempnon, sale or other disposinon thereof The amount
to be added to basis for cach accrual pentod 15 equal to (1) the sum of the 1ssue price and the amount of origmnal 1ssue
discount accrued 1n prior pertods multiplied by the yield to stated matuny (determmed on the basts of compounding at
the close of each acciual peiod and propetly adpasied for the length of the accrual penod) less (b) the amounts payable
as curtent interest duting such accrual penod on such Onginal lssue Discount Bond

The federal mcome tax consequences of the purchase, ownershap, tedemption, sale or other dispositton of Origmatl Issue
Discount Bonds which ae not purchased 1n the il offeung at the minal offering prce may be determined according
to rules which differ from those descubed above  All owners of Onginal Issue Discount Bonds should consulr then
own tax advisors with tespect to the determination for federal, state and local sncome tax putposes of the treatment of
wmterest accrued upon redempnion, sale 01 other disposition of such Ornigmal Tssue Discount Bonds and with respect ro
the fedctal, stare, local and foraign tax consequences of the puichase, ownership, redemprion, sale or other disposiion
of such Ouginal Issue Discount Bonds

Collateral Federal Income Tax Consequences

The following discussion 1s a summuary of cettam collateral federal ncome tax consequences resulting from the purchase,
ownershup or disposition of the Bonds  This discusston 15 based on Existing Taw, which s subject to change or
modification, retroactively

The following discussion 1s applicable ro mvestors, other than those who ate subject to specal provisions of the Code,
such a» fnancial msutunons, property and casualty insutance compantes, life insurance compantes, mdivadual recipients
of Social Security ot Radroad Retirement benefits, individuals allowed an eatned income credut, certain S corporations
with Subchaptet C earnungs and profits, foreign corporations subject to the branch profits tax and raxpayers who may be
deemed o have mcurred or continued indebtedness to purchase tax-gsempt obligations

THE DISCUSSION CONTAINED HEREIN MAY NOT BE ENHAUSTIVE  INVESTORS, INCLUDING
THOSE WHO ARE SUBJLCT TO SPLECIAL PROVISIONS OF THE CODE, SHOULD CONSULT THEIR OWN
TAX ADVISORS AS TO THIE TAX TREATNENT WHICH MAY BRE ANTICIPATED TO RESULT FROM THE
PURCHASE, OWNERSHIP? AND DISPOSITION OF BONDS BEFORE DETERMINING WHETHER TO
PURCHASE ANY OF THE BONDS
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Inteiest on the Bonds will be mcludable as an adjustment for “adjusted curtent carnmgs™ to caleulate the alternative
minmum tax mposed on cotpotations by sectton 55 of the Code  Section 55 of the Code imposes a tax equal 1o 20
percent for corporatons, ot 26 petcent for noncorpoiate taxpayers (28 percent fot taaable income exceeding $175,000),
of the taxpayer’s “alicinatve muumum taxable income,” 1if the amount of such alternatve nummum tas 15 greates than
the taxpayet’s regular income tax fot the taxable year

Under section 6012 of the Code, holdeis of rax-exemprt obliganons, such as the Bonds, may be requued to disclose
mfeiest iccetved or accrued duning each tanable year on thetr rerurns of federal income taxaton

Section 1276 of the Code provides for ordmary mncome tax ttearment of gain 1ecogmized upon the disposition of a tax-
exempt obligation, such as the Bonds, 1f such bond was acquured at a “market discount” and 1f the fixed matunty of such
bond 1s equal to, or exceeds, one yeat from the date of 1ssue Such treasment apphes to “maiket discount bonds” to the
extent such gain does not exceed the accrued matker discount of such bonds, although for this puipose, a de mininus
amount of marker discount 15 ignoted A “matket discount bond” 15 one which 1s acquued by the holder at a purchase
puice wluch 15 less than the stated 1edemption puice at matunty ot, m the case of a bond issued at an ouginal 1ssue
discount, the “revised 1ssue puce” (1e, the 1ssue prce plus accrued ongmnal ssue discount)  The “accrued muket
discount” 15 the amount which bears the same 1atio to the market discount as the numbet of days duning which the
holder holds the obhgation bears to the number of days between the acquisition date and the final matunry date

State, Local and Foreign Taxes

Investors should consult their own tax advisors concernmg the tax implicattions of the puichase, owneiship o1
disposition of the Bonds undet apphcable state o1 local laws  Foteign mvestois should also consult then own tax
advisois regardmng the tax consequences unique to investors who aie not United States persons

OTHER RELEVANT INFORMATION
Ratings

The Bonds have received ratings of “___ " by Standard & Poor’s Rating Services, a diviston of The MeGraw-I-ll
Compantes (“S&P”), “__” by Fitch Ratmgs, inc {“Iitch”) and “___ " by Moody’s Investors Service, Inc (“Moody’s™)
The presently ourstanding tax supported debt of the City s rated “___” by S&P, “___” by Fitch and “_" by Moody’s
An explananon of the sigmficance of such 1anngs may be obtaned from the company furnishing the raung  The ratngs
teflect onky the respective views of such organizattons and the Ciry makes no representanon as to the appropriateness of
the ratings There 15 no assurance that such 1anngs will continue for any given penod of ume o1 that they wall not he
revised downward or withdiawn entuely by such 1aung companies, if m the judgment of one or all such compantes,
circumstances so wartant  Any such downwaid 1evision o1 withdiawal of such ranngs, or by any one of them, may have
an adverse effect on the market price of the Bonds  The City will undertake no 1esponsibility to noufy the owners of the
Bonds of any such revisions or withdiawal of ranungs

Litigation

It 15 the opion of the City Artorney and Ciry Staff thar thete 1s no pending lingaton agamnst the Ciry that would have
matenial adverse financial impact upon the City or 11s operations

Registration and Qualification

The sale of the Bonds has not been registered under the Fedetal Securtties Act of 1933, 2s amended, m 1ehance upon the
exemption provided theteunder by Section 3(a)(2), and the Bonds have not been qualified under the Secunnes Acr of
Texas i rehance upon vanous exemptions contamed theicin, not have the Bonds been qualified under the securtes acts
of any junsdicion  The Citv assumes no responsibility for quabfication of the Bends under the sccunnes laws of any
jurisdictton it which the Bonds mav be sold, assigned, pledged, hypothecated o1 otherwise transferred  This disclaimet
of responstbility for qualificauon for sale o1 other disposition of the Bonds shall not be constiued as an mterpietation of
any kind with regard to the avalability of any exemprion fiom secuiines 1egistration provistons

46



Legal Investments and Eligibility to Secure Public Funds in Texas

Under the Texas Public Secutty hoceduies Act (Tevas Government Code, Chapter 1201, the Bonds ate (1) negouable
mstruments, (1) nvestment secaitties to which Chapter 8 of the Tevas Uniform Commerctal Code applhies, and (m) legal
and authoized tnvestments for {\) an msutance company, (B) a fiduemty or 1rustee, ot (G} a sinking fund of a
munscipality or other polmcal subdunsion o1 public agency of the State of Texas The Bonds are eligible to secuie
deposits of any public funds of the State, us agencies and poliical subdivisions, and aie legal secunty fot those deposits
to the extent of then maiket value  For pohitical subdivistons in T'enas which have adopted mvestment policies and
gurdelines 1 accordance with the Pubhe Funds Investment Act (Texas Government Code, Chapter 2256), the Bonds
may have to be assigned a rating of “A” or 1ts equivalent as to invesiment quality by a national wating agency before such
obligations are eligible mvestments for stnkmg funds and other public funds  In addition, vanous prowisions of the
T'exas Finance Code provide that, subject 10 a prudent mvestor standaid, the Bonds ate legal mvestments for state
banks, savings banks, trust companies with at least 1 mulhon of capital and savings and loan assocrations

The City has made no mvestigation of other laws, 1ules, 1egulations o1 mmvestment cittena wluch mught apply to such
instiunions o1 entiies o1 which nught hmit the sunabihiy of the Bonds for any of the foregomg putposes or lumt the
authonty of such mstitutions or enntes to puichase o1 mvest in the Bonds for such pumposes  The City has made no
1eview of laws n1 other states to determune whether the Bonds are legal mvestments for vatous mstituttons i those
states

Legal Opimons and No—Liugation Certificate

The Ciny will furntsh a complete tianscupt of proceedings inadent o the amthonzanon and tssuance of the Bonds,
including the approving legal opimons of the Arromney General of the State of Texas to the effect thar the Bonds are
valid and binding obligations of the Ciry, and based upon examuination of such transctipts of proceedmpgs, the apptoving
legal opinion of Bond Counsel 10 the effect that the Bonds 1ssued i complance wath the provimions of the Ordinance
are vald and legallv binding obligations of the City and rhe mteiest on such Bonds 1s exempt fiom federal income
taxatton under Existing Law  (See “TAN MATTLERS?) Bond Counsel was not requested to participate, and did not
take part, in the preparation of the Official Statement, and such fitm has not assumed any responsinlity wath respect
thereto or undertaken independently to veufy any of the mformanon contaned therein, except that, 1in 1ts capacity as
Bond Counsel, such firm has reviewed the statements and information in the Official Statement under the captions
“PLAN OF FINANCING - Refunded Obhganons,” “BONIDY INFORMATION” (except for the subcaption “Book-
Entry-Only  System”™), “CONTINUING DISCLOSURE OF INFORMATION” (except for the subcaption
“Compliance with Prior Undertakings™) “TAN MATTERS,” “OTHER RELEVANT INFORMATION - Registiation
and Qualificatnon of Bonds,” “OTHER RELEVANT INFORMATION - Legal Investments and Ebgibidiry to Secure
Public Funds 1n Texas” and “OTHER RELEVANT INFORMATION — Legal Opiuons and No-Lingation Cernficare”
and 1s of the opmion that the staremenrs and informanon relatng to the Bonds and the Ordinance contamned theren
fatrdy and accurately describe the provisions thereof and 1s cotrect as to matters of law  The legal fees to be paid Bond
Counsel for services rendered in connection with the 1ssuance of the Bonds ate connngent on the sale and delivery of
the Bonds ‘The legat opinion will be punted on or atrached to the definirve Bonds  Certamn legal matters will be passed
upon for the Underwnters by Vinson & Elkins LL P  In connection with the rransactions described m this Offictal
Staterncat, Bond Counsel represents only the Ciry

['he vanous legal opiions to be delivered concurtently wath the delivery of the Bonds express the professional judgment
of the artorneys rendeung the opintons as to the legal 1ssues exphatly addressed theremn  In 1endering a legal opiuon,
the attorney does not become an msurer o1 guarantor of the eapression of professional judgment, of the transaction
opmed upon, ot of the future performance of the patties to the transaction  Noi does the 1endetmg of an opinton
guarantee the ourcome of any legal dispute that may anse out of the nansaction

Financial Advisor

Public Financtal Management (“PIMT), Austin, Texas 1s employed as iinanctal Advisot to the City i connection with
the 1ssuance, sale and delivery of the Bonds  “The payment of the fee for services 1endered by PFM with espect to the
sale of the Bonds 15 contingent upon the issuance and dehvery of the Bonds  PEM, m 1ts capacity as Financial Advisot,
has not venfied and does not assume any responstbility fot the mfoimation, covenants and representations contamed w
any of the bond documentation with respect to the federal income tax status of the Bonds
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Underwriting

]
The Underwiners have agreed, subject to cettam custominy conditions to delivery, to purchase the Bonds from the City
at a puichase poce, exclusive of accrued mterest, of § {which mcludes an underwiiting discount of
S ) The Underwntes will be obbgated to puichase all the Bonds 1f any Bonds ate puichased "The Bonds may
be offered and sold to cerrain dealets and othets at patces lowe:r than such public offermg prices, and such public prces
mav be changed, from tme to tune, by the Underwriters  The teptesentative of the Underwrtets 1s Lehman Biothers

Verification of Arsthmetical and Mathematical Calculations

The Ailittage Group, Inc (the “Verficanon Agent”), a fium of independent cernified public accountants, upon delivery
of the Bonds, will deliver to the City sts 1eport dicating that they have exammed the mathematical accuracy of
computations prepated by PFAL telating to {a) the sufficiency of the anucipated teceipts from the Federal Secunties and
on the Bonds and (b) language 1cgmiding vields

The report of the Venfication Agent will include the siatement that the scope of their engagement was lunited to
verifying the mathematical accuracy of the computations contamed 1n such schedules provided ro them and that they
have no obligation to update then tepont because of events occuing, or data o1 information commng (o then attention,
subsequent 10 the date of then t1eport  The report of the Venfication Agent will be relied upon by Bond Counsel
renderng then opiuon with 1espect to the exclusion of mnterest on the Bonds {or federal mcome tax puiposes and with
respect 1o the defeasance of the Refunded Obligatons

Authenticity of Financial Data and Other Information

The financial data and other nformation contained hetein have been obrained fiom the City’s 1ecotds, audited financal
statements and other sources which a1e beheved 10 be 1elable  Thete 15 no gumantee that any of the assumptions ot
estimates contaned herein will be realized  All of the summaties of the statutes, documents and 1esolutions contained i
this Official Statement are made subject to all of the provisions of such starutes, documents and 1esolutions  These
summatics do not purpott to be complete statements of such provisions and teference 1s made to such documents for
furthet informanon Refetence 1s made to onginal documents 1n all respects

Tlus Offictal Starement, and the execution and debivery of s Official Statement was authonized by the Ordmance
adopted by the City Council on Janumy 31, 2008

/s/3d Wynn

Mayor
City of Austin, Texas
ATTEST

{/s/Shitley A Gentry

City Cletk

City of Austin, Texas
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